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POLITICAL ASPECTS OF INTERNATIONAL FINANCE 


I, INTRODUCTORY 


HAT finance and the financier play a large part in the 
processes of diplomacy has long been a matter of notori- 


ety. But no writer, so far as I know, has ever accom- 
plished anything approaching a systematic survey of the avail- 
able information bearing on the financial background of diplo- 
macy or on the diplomatic background of international finance. 
With the exception of a few detailed monographs on limited 
phases, such discussions of the subject as have appeared in print 
have either rested their conclusions on very scanty information 
or have failed to disclose the evidence upon which these con- 
clusions were based. I here present something in the way of 
a survey and critical analysis of such instances of alliance be- 
tween international finance and diplomacy as I have been able to 
discover. The subject is big, however; the source-material volu- 
minous, scattered, and often inaccessible or accessible only with 
great difficulty; and a really definitive and exhaustive study is 
beyond my resources of time, energy, and historical capacity. In 
order, therefore, to reduce my task to practicable proportions, I 
have arbitrarily limited the scope of my investigation in several 
respects. I confine my analysis to instances involving in some 
way government borrowings, thus excluding all cases in which 
investments by private investors in private undertakings had or 
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acquired politica! significance, and notably such historical epi- 
sodes as: the process whereby German colonial expansion fol- 
lowed German traders’ and concessionaires’ investments, the 
diplomatic controversies resulting from American investments 
in Mexican oil and agricultural land, the influence of British in- 
vestors in Transvaal gold and diamond mines on the British atti- 
tude toward the Boer republics, and the part allegedly played by 
investments of Russian court circles in Yalu River timber proj- 
ects in bringing about the Russo-Japanese War. I exclude also 
all intergovernmental loans made in war time by one belligerent 
to an ally, thus avoiding the necessity of dealing with such de- 
tailed and intricate episodes as: the financial relations of Britain 
and France with their respective allies during the Napoleonic 
Wars, the loans to the United States by France and Holland dur- 
ing the Revolutionary War, and the inter-allied loans during and 
after the Great War. Furthermore, I make no claim to having 
uniformly carried my investigation back to primary sources, 
though where that could be done without a disproportionate ex- 
penditure of effort, and where the secondary materials were es- 
pecially unsatisfactory, I have endeavored to do so. The mate- 
rial and the sources are mainly historical in character, and I am 
not a historian. I have tried merely to bring together sufficient 
material to permit of its classification and preliminary analysis 
and to make possible a tentative interpretation of the signifi- 
cance of the interrelations between international finance and 
diplomacy. The recent attainment by the United States of the 
creditor status makes it especially important that Americans be- 
come informed as to the problems which arise out of such status. 
This study will demonstrate, I believe, that there is much in the 
past experience of other countries with respect to foreign invest- 
ments which has immediate and important bearing on American 
problems and prospects. 

My plan of procedure will be to deal, first, with the general 
economic background of international investments; to be fol- 
lowed by studies of (1) the precise techniques of government 
restriction and promotion of the export of capital, (2) the eco- 
nomic objectives of governmental interference, (3) the relations 
between haute finance and high diplomacy, (4) “peaceful pene- 
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tration” and forcible intervention, (5) international financial 
controls in debtor countries. The general historical background 
will be sketched only in the minimum degree essential to make 
the financial aspects of the episodes intelligible, and a knowledge 
on the part of the reader of the general outlines of modern po- 
litical history, especially in its diplomatic aspects, will be taken 
for granted. 


II, THE ECONOMIC BACKGROUND OF INTERNATIONAL 
INVESTMENTS 


Capital crosses national frontiers in pursuit of higher rates of 
return, and in this respect it is, and apparently has always been, 
the most mobile of the factors of production. The desirability 
from the national point of view of permitting capital to flow 
freely across boundary lines began, however, to be a matter of 
current discussion only with the opening of the nineteenth cen- 
tury. The English classical economists had for most problems 
in international economic relations what seemed to them an ade- 
quate and very nearly obvious solution. In most instances they 
found an almost perfect, if not quite perfect, harmony between 
true national and cosmopolitan economic interests. They of- 
fered, therefore, one specific for the economic ills which beset 
international relations, namely, the avoidance of all legislative 
and administrative measures which operate to increase the eco- 
nomic significance of political boundaries. They believed that 
economic transactions which cross political boundaries should 
be conducted on the same terms and with the same freedom from 
governmental interference as if they were carried on wholly 
within the national frontiers. In the few instances in which they 
conceded the existence of conflict between the genuine economic 
interests of the nation on the one hand, and the outside world on 
the other, the classical economists were generally of the opinion 
that the attempt to meet this disharmony of interests by legisla- 
tive means was a game not worth the playing, especially because 
of its liability to induce a costly retaliation on the part of for- 
eign countries, but also because the means available to govern- 
ments for dealing with such problems were ill adapted to achieve 
the ends contemplated. To some extent this attitude was only one 
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expression of their doctrinaire adherence to their general prin- 
ciple of laissez faire. But it was always supported by specific 
reasoning to the effect that the particular form under discussion 
of nationalistic interference with the free economic intercourse 
of nations was bad policy on economic grounds. It was not true 
of the classical economists, as is often charged, that they were 
anti-nationalistic in spirit and sentiment. A more accurate inter- 
pretation of their attitude is that they were convinced that true 
national interests could best be promoted by a generous cosmo- 
politanism. Generosity because it paid, rather than because it 
was generous, was the essence of their position. 

Modern English, French, and American economists have in 
large measure inherited the classical tradition and have applied 
it broadly to economic issues arising out of the commerce of na- 
tions. It has been, I believe, a sound tradition; and its failure to 
govern statesmen and men of affairs as much as it has governed 
economists has been regrettable rather than a matter for con- 
gratulation. But in the case of the international migration of 
capital there are some special complications which have made it 
appear doubtful even to some economists who on the whole ac- 
cepted the free-trade principle whether it was desirable for gov- 
ernment to permit the unrestrained export of capital. In all 
countries which have been great exporters of capital, serious 
misgivings have been voiced in various influential quarters lest 
such export of capital—“drain of capital” is the tendentious 
phrase often used—do not seriously impair the economié pros- 
perity of the country as a whole. In 1813 Sir Henry Parnell ex- 
plained a report of a parliamentary committee hostile to the ex- 
port of capital as “influenced by no other motive than... . 
the impolicy of sending our money to improve other countries 
while we have so much of our own lands that stand in need of 
the same kind of improvement.’ Palmerston, when he made his 
famous declaration in 1848, asserting the right of the British 
government to intervene to force debtor governments to meet 
the just claims of British creditors, explained that its failure 
hitherto to exercise that right had been due to its opposition to 


*“Report from Select Committee on Corn Trade, 1812-13,” Hansard, 1st 
series, Vol. XXV, Appendix. 
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the emigration of British capital: “It has hitherto been thought 
by the successive governments of Great Britain undesirable that 
British subjects should invest their capital in loans to foreign 
governments instead of employing it in profitable undertakings 
at home. . . . .”* Such opposition, however, has been most 
vigorous in France, where statesmen, publicists, and manufac- 
turers have looked upon the great outward flow of French sav- 
ings as a transfer to foreign industry of financial resources which 
were needed for the development of home industries. This op- 
position to the export of capital was already prevalent in the 
sixties,* but it became particularly vehement in the years imme- 
diately preceding the outbreak of the Great War.* In pre-war 
Germany the opposition to export of capital on a great scale was 
especially vigorous on the part of the agrarians, who, as a debtor 
class, objected to anything which would raise interest rates at 
home.* But in all the important capital-exporting countries there 
has been some opposition to the unrestricted export of capital, 
and it has always been based on the argument that the country 
had more to gain from the employment of its capital at home than 
from its investment abroad, even when higher rates of return 
prevailed abroad. In France, Germany, and other continental 
countries many economists have expressed views hostile to the 
export of capital, and even in England some economists have 
questioned the wisdom of foreign investment of British capital. 
Ricardo, staunch free-trader though he was, stated that he would 
be sorry to see weakened “those feelings which . . . . induce 
most men of property to be satisfied with a low rate of profits in 
their own country, rather than seek a more advantageous em- 


* Hall, International Law (4th ed., Oxford, 1895), p. 295, note. 

*Cf. France: Enquéte sur ... la Circulation Monétaire et Fiduciaire (1869), 
VI, 12, and the index of this volume, p. 702. 

*The French polemical literature on the subject is abundant. There may 
especially be cited: Emile Becqué, I’Internationalisation des Capitaux (Montpel- 
lier, 1912); André Fontaine, Le Protectionnisme Financier (Paris, 1912); Lysis, 
Contre l’Oligarchie Financiére en France (many editions). 

* Cf. the interpellation by the agrarians in the Reichstag, February 11, r9rr, 
directed against the government’s inaction in the face of a greatly increased flow 
of German capital abroad (Schulthess’ Europdischer Geschichtskalender [1911], 
pp. 24, 20 ff.). 
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ployment for their wealth in foreign nations.”® Fawcett, an- 
other staunch free trader, ascribed to the export of British capi- 
tal partial responsibility for the failure of English wages in the 
sixties and early seventies to rise in proportion with the increase 
in British wealth.’ J. S. Nicholson attributed the economic de- 
cline of Holland* and the depression in England during the lat- 
ter part of the nineteenth century to excessive export of capital.® 
J. M. Keynes has recently been advocating governmental con- 
trol of the volume of export of British capital as a safeguard 
against excessive export.’ In the United States no economist 
seems as yet to have expressed hostility to the export of capital. 
But in the press and elsewhere there have been signs of growing 
concern as the amount of American capital sent abroad has been 
rapidly mounting; Secretary of Labor Davis has advocated that 
the sending of “American money abroad to develop foreign in- 
dustries” be stopped in order to maintain American prosperity 
and to check unemployment;** and to Secretary of Commerce 
Hoover has been attributed the statement that: “A billion dol- 
lars spent upon American railways will give more employment 
to our people, more advance to our industry, more assistance to 
our farmers than twice that sum expended outside the frontiers 
of the United States.’”” 

If the export of capital is not artificially stimulated, and if 
it is conducted by the individuals participating therein with the 
same degree of judgment and of honest management as is do- 
mestic investment, I can see no sound basis for restricting it on 
the ground that it reduces the national income or the prosperity 
of the capital-exporting country. Capital will not ordinarily be 
sent abroad for investment unless it promises to yield as high 
net returns to the investor as if it were invested at home. The 

* David Ricardo, The Principles of Political Economy and Taxation (Every- 
man edition), p. 83. 

"Henry Fawcett, “Effect of Increased Wealth on Wages,” Contemporary 
Review, January, 1876. 

* Has there really been an “economic decline” in Holland? 

* Preface to his edition of Adam Smith’s Wealth of Nations (1895), p. 26. 

” Nation and Athenaeum, October 23, 1926. 

™ New York Times, February 17, 1928. 

™ Current Opinion (April, 1922), p. 448. 
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reduction in the amount of domestic investment will tend to raise 
interest rates at home and to reduce the earnings of domestic 
labor and land, but it is easy to demonstrate the probability, in 
the absence of special countervailing circumstances, that the 
gain to domestic capitalists on both foreign and home invest- 
ments in the form of higher interest rates will exceed the loss to 
laborers and landlords. The rise in interest rates, moreover, 
should induce a somewhat greater aggregate volume of savings, 
both because of the inducement of a higher rate of return and 
also because the interest fund is an important part of the fund 
out of which savings are made, and as it increases, savings should 
increase.** The amount of capital employed at home will there- 
fore not be reduced, at least after a time, by as much as the 
amount of capital exported, and it is even conceivable that it 
will in time be greater than if no export of capital had taken 
place. 

If secondary consequences are taken into account the case 
against restrictions on the export of capital will ordinarily be- 
come even stronger. If the exported capital is invested in pro- 
ductive enterprises, if it serves to promote the production of 
cheaper raw materials, foodstuffs, or manufactures abroad of a 
sort for which the capital-exporting country provides a ready 
market, if it opens up territory for settlement by emigrants from 
the capital-exporting country, if it operates to develop markets 
for the export products of that country, the probability becomes 
even higher that its national income will in the long run be 
greater because of the export of capital. John Stuart Mill’s ar- 
gument with respect to England can, within limits, be safely ex- 
tended to capital-exporting countries in general: 

It is to the emigration of English capital, that we have chiefly to look 
for keeping up a supply of cheap food and chief materials of clothing, pro- 
portional to the increase of our population: thus enabling an increasing cap- 
ital to find employment in the country, without reduction of profit, in pro- 
ducing manufactured articles with which to pay for this supply of raw 


produce. Thus, the exportation of capital is an agent of great efficacy in 
extending the field of employment for that which remains; and it may be 


* For an excellent graphical illustration along these lines, see C. K. Hobson, 
The Export of Capital (London, 1914), chap. iii. 
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said truly that, up to a certain point, the more capital we send away the 
more we shall possess and be able to retain at home.!* 

In special cases, it is true, a plausible argument can be made 
for restricting the export of capital, as, for instance, when capi- 
tal is attempting to escape, by flight to other countries, heavy 
taxation in its own, or when during emergency conditions it 
seems urgent to exercise close control over all factors which may 
adversely affect an unstable currency and exchange. Were it not 
that there is rarely a single source where capital to finance a 
promising enterprise can be obtained, and that often the imme- 
diate losses are but preludes to long-run gains, something could 
perhaps be said, on strictly nationalistic grounds, against the ex- 
port of capital to finance foreign enterprises which are rivals of 
domestic industries. In France before the war many writers al- 
leged that the banking system, owing in part to excessive cen- 
tralization, had so developed that it preferred transactions in 
large amounts and with large-scale borrowers which could be 
handled economically at the head offices to a myriad of small- 
scale transactions necessarily conducted by minor officials at 
local branches; that foreign loan transactions were ordinarily 
large transactions, and that the typical French borrower was a 
small-scale farmer or manufacturer; and that consequently for- 
eign borrowers had easier access than did domestic borrowers to 
French savings. If such a situation actually existed, which was 
a much-debated question in pre-war France, there was ground 
for governmental intervention if a promising means of control 
could be devised. Government supervision of foreign invest- 
ments, not with the aim of limiting their amount, but intended to 
protect small investors against fraudulent, or highly hazardous, 
or inadequately remunerated ventures, is as justifiable as simi- 
lar supervision of the home investment market, though when the 
debtor is a foreign government official rating of the credit stand- 
ing of the debtor or of the quality of the security becomes an em- 
barrassing responsibility which few governments will openly 
assume. 

One valid economic objection can be made against the ex- 
port of capital. Its immediate benefit, in the form of higher in- 


“ Principles of Political Economy, Askley ed., p. 738. 
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terest earnings, accrues solely to the investing class. To the 
other classes—laborers, landlords, the domestic capital-borrow- 
ing industrialists, farmers—the export of capital means at least 
at first higher rates of interest and lower returns for their labor, 
land, etc. Though the gain to the creditor classes should, and 
ordinarily will, exceed in pecuniary terms the loss of the other 
classes, an increase in national income which is accompanied by 
an intensification of the inequality in the distribution of that 
income may be a doubtful boon when appraised in welfare rather 
than in monetary terms. But the long-run advantages just enu- 
merated which result from the productive investment of capital 
abroad will diffuse themselves among all classes in the capital- 
exporting country and will in all probability more than counter- 
balance for each of these classes any temporary injury which 
may result from the export of capital. 

Even in the absence of governmental restrictions there is 
ordinarily operative a check against the export of capital in the 
form of a bias in the estimate of the risk involved in distant, and 
especially foreign, investments which makes investors insist 
upon receiving a higher net rate of return from their foreign than 
from their domestic investments. From a careful study of the 
primary records Lehfeldt found that British investors on the 
average secured a rate of return from foreign bonds higher for 
the period 1898-1910 by 1.7 per cent than the average rate of 
return on domestic bonds for the same period.” 

This bias will operate to make the average yield on foreign 
investments higher and the volume of foreign investment lower 
than they would be in the absence of the bias. This may be 
illustrated by the accompanying diagram’ in which the do- 
mestic demand for capital is D,D,, the foreign demand D,D,, 
the foreign demand after correction by, let us say, a % per cent 
bias, D.D,, the total effective demand is D.i-Da+., and the sup- 
ply of domestic capital is SS. Amounts of capital are measured 
along the horizontal axis from O, and rates of interest along the 
vertical axis from O. If there were no export of capital, the in- 
terest rate would be AB and the amount of investment OA. If 


*R. A. Lehfeldt, “The Rate of Interest on British and Foreign Invest- 
ments,” Journal of Royal Statistical Society (January, 1913), pp. 204 ff. 
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there were no bias against foreign investment, the interest rate 
would be A*B’ on both foreign and domestic investment; and the 
total investment would be OA’, of which OC would be invested 
at home, and OD (or CA*) would be exported. With the bias ex- 
isting against foreign investment, the interest rate will be A*B? 
on home investments and DE’ on foreign investments; the total 
investment will be OA*, of which OC* will be invested at home 
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and OD" (or CA’) will be exported. In other words, the bias 
against foreign investment will raise the interest yield of foreign 
investment from A’*B' to D*E* and will reduce the export of 
capital from OD to OD". 

From the point of view of the debtor country it is difficult to 
conceive what economic considerations of even superficial plaus- 
ibility could be raised against the free import of capital to be 
used for productive purposes. And in fact restrictions against 
the import of capital on economic grounds have been rare. Many 
countries, it is true, have in the past imposed and do today place 
onerous restrictions upon the invasion of their territory by for- 
eign business enterprise, such as limitations on the degree of for- 
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eign ownership of the share-capital of mining, banking, or other 
undertakings, restrictions on foreign membership of director- 
ates, restrictions on alien ownership of real estate, and so forth. 
But such restrictions usually have a political rather than an eco- 
nomic purpose, namely, the establishment of safeguards against 
“peaceful penetration”; their economic consequences, instead of 
being welcomed, are regretted as necessary economic sacrifices 
upon the altar of political security. Even when such restrictions 
do have an economic objective it is the exclusion, not of foreign 
capital, but of the foreign entrepreneur, which is generally aimed 
at. Keeping out the foreign entrepreneur may, and in countries 
deficient in a home supply of business enterprise and ability 
often does, involve keeping out foreign capital. But the exclu- 
sion of foreign capital cannot be regarded as the aim of the re- 
strictions if, as is usual, these apply only to foreign ownership of 
real property or of common stock and do not apply to foreign 
ownership of bonds or other equities which do not carry with 
them the right to participate in the management of the enter- 
prises represented by them. 

In a few cases, however, restrictions have been imposed, or 
seriously contemplated, upon the entrance of foreign capital as 
such, where the objectives appear to have been wholly or mainly 
economic. Spain, for example, places restrictions upon the en- 
trance of foreign capital in keeping with the recommendation of 
an official Commission for the Protection of the National Indus- 
try of Spain that foreign capital should not be encouraged to en- 
ter that country.** An Ecuador law, which does not distinguish 
between foreign investment in and foreign management of Ecua- 
dorian enterprises, exempts from taxation companies engaged in 
manufacturing if at least one-third of their capital is owned by 
Ecuadorians.** In Rumania it has been made difficult in recent 
years for foreign capital to enter, and this policy has been at- 
tributed by some observers to the desire of the dominant Bra- 
tianu brothers to reserve the opportunities for the profitable ex- 


* United States Commerce Reports (May 5, 1920), p. 710. 
™ New York Times, February 7, 1926. 
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ploitation of the natural resources and the labor of Rumania for 
themselves and their friends.** 

Even in the instances cited, however, further investigation 
would probably disclose that the restrictions were directed at 
foreign management rather than foreign capital, and that if no 
distinction was made in the legislation it was because these were 
countries to which foreigners would not send their capital unless 
they could keep its management in their own hands. It would 
require an extraordinary attachment to the fallacies of protec- 
tionism to persuade a country that the benefits which a very 
small group of wealthy domestic capitalists would derive from 
rates of interest made artificially high by restrictions on the im- 
port of capital were of greater weight than the advantages to the 
national economy as a whole of abundant capital available at 
low rates. If there are wealthy capitalists who desire financial 
protectionism in order that they may get higher rates of return 
on their own investments they may usually be expected to be 
shrewd enough to find other and more popular reasons for sup- 
porting restrictions against the entrance of foreign capital. I 
have found one case, however, where an unusual degree of r= 
iveté has resulted in an unusual degree of frankness. Canada is 
one of the world’s great borrowers of outside capital, and the 
huge importations of capital undoubtedly tend to lower the rates 
of pure interest which domestic capital can earn. A. E. Ames, a 
financier and president of a great Canadian investment concern, 
urged a few years ago that the welcoming of new capital into 
Canada should be made contingent upon “whether, if such mon- 
eys are imported into the country, there is left sufficient remu- 
nerative employment for Canadian capital.” “It would be un- 
wise,” he said, “to borrow money from the outside world when 
that would mean a large quantity of our own money lying idle, 
or not well employed.’”® 

A strong case can be made out for central governmental con- 
trol over the borrowings of local governments, and perhaps even 
of private business. But it is not obvious why the economic dan- 

Cf. Spectator (London), “Letter from Bucharest” (March 13, 1926), p. 
483; New York Times, July 3, 1926. 

* Saturday Night (Toronto), January 7, 1922. 
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gers of excessive borrowing are greater when the capital bor- 
rowed is foreign rather than domestic capital unless there is un- 
certainty about the stability of the foreign exchanges and the 
foreign loans are short-term loans which may mature at a time 
of stress for the national currency and thus add to its difficulties. 
In Germany the central government is exercising a certain meas- 
ure of control of foreign borrowings by state and municipal gov- 
ernments in order to restrain extravagant undertakings. In It- 
aly also the central government does not as a rule permit prov- 
inces or municipalities to borrow abroad, and the Minister of 
Finance has declared that he will not authorize foreign borrow- 
ing abroad by private concerns unless he is given adequate as- 
surance that the proceeds of such loans will be used only for 
productive and remunerative enterprises.*® In both cases, how- 
ever, to the extent that such control is wise, it would be equally 
wise if applied to domestic borrowings.” 


III. THE TECHNIQUE OF POLITICAL RESTRICTION OF 
CAPITAL EXPORT 


It should not be expected that the attitude of any particular 
government toward the export of capital can be described by a 
single and simple formula. Governments usually consider each 
case in the light of the special circumstances surrounding it, and 
the same government may at the same time be actively encour- 
aging foreign loans of one sort or in one direction and doing all 
it can to prevent other foreign loans. In this section there will be 
examined the methods which have been used by governments to 
discourage or prevent the making of foreign loans of which they 
disapproved. 

During the period of mercantilism, governments closely con- 
trolled money transactions with foreigners, including loan trans- 
actions, in the delusion that they could thereby increase the na- 
tional stocks of the precious metals. During the recent war and 
the period of adjustment following it closely similar methods of 
strict and inquisitorial supervision over monetary transactions 

»° New York Times, February 18, 1928. 

™ The President of the German Reichsbank has advocated the extension of 


the German control to domestic borrowings. See London Times, November 
15, 1927. 
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with foreign countries again made their appearance in many 
countries, and are still present in some degree. Their main pur- 
pose as a rule has been to protect unstable currencies against 
violent depreciation and to prevent the escape of capital from 
taxation. With these controls we are not here concerned, though 
it is of significance that careful observers of their mode of oper- 
ation have generally come to the conclusion that, whether wise 
or not in theory, they have in practice been widely evaded. Mod- 
ern restrictions on the export of capital, applied in order to fos- 
ter some general economic or political governmental policy, can 
be divided into two main classes according to the techniques of 
control employed: (a) formal and open procedures, applied in 
conformity with statutes or decrees, and (5) informal exercise 
of pressure by government officials on bankers. Information as 
to the latter is for obvious reasons scattered and incomplete. 
Sufficient is known, however, to justify the generalization that 
although only a few countries have followed a policy of systemat- 
ic, formal, and open control, the governments of all of the great 
capital-exporting countries have at one time or another exercised 
pressure on banking houses to abstain from projected foreign 
loan transactions which clashed with the economic or diplomatic 
policies of their governments. The variety of methods whereby 
such control as there was has been exercised can best be indi- 
cated by a brief survey of the practices of the various govern- 
ments. 

In modern times the Dutch were the first to lend large sums 
abroad, and during the seventeenth and eighteenth centuries 
Holland was the great money market for the western world. 
Holland has continued to be an important creditor country, espe- 
cially if account is taken of the proportion of her foreign invest- 
ments to her total capital resources, but in the nineteenth cen- 
tury the growth of London, Paris, Frankfurt, Hamburg, and 
Berlin as important financial centers relegated Holland to a rel- 
atively less important rdéle in the field of international finance 
than she had hitherto played. The Dutch capital market ap- 
pears to have been a wholly “free” market since the early part 
of the nineteenth century. Prior to that, however, the foreign 
loan operations of the Dutch banking houses were subject to 
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government supervision. In 1700 a decree of the States General 
prohibited foreign loans unless official approval had previously 
been obtained. Later, measures were enacted which prohibited 
investments of Dutch capital in foreign corporations, in order to 
prevent Dutch funds from financing concerns competing with 
the Dutch chartered companies trading with the East and the 
West Indies. It is said, however, that these measures were not 
successfully enforced.** In 1807, under the Napoleonic régime, 
the approval of the king was made a prerequisite for the emis- 
sion of a foreign loan, and official approval of the prospectus of 
the loan was also required.** 

England was probably in the balance a debtor rather than a 
creditor country until after the end of the Napoleonic Wars. But 
the participation of English capital in foreign loans was by no 
means unk..own before then, and in the French literature of the 
fifteenth and sixteenth century “Anglais” was already used as a 
derogatory term signifying creditor.** After the breakdown of 
the mercantilist regulations the London money market became 
free to all borrowers, whether English or foreign. But in 1730, 
when Walpole learned that the Emperor Charles VI of Austria 
was negotiating with London bankers for a large-sized loan, he 
had a law enacted prohibiting loans to foreign governments with- 
out royal license. This prevented for a time the grant of a loan 
to Charles VI, but in 1734 a license was granted by George II of 
England to the ambassador of Charles VI, authorizing him to 
borrow, and the British subjects to lend, £300,000." Since then 
there have been no formal restrictions in England upon foreign 
loans, if exception be made for the temporary controls set up in 
England during and after the Great War, but now no longer in 

* Economist (London, February 15, 1913), pp. 333 ff. 

* Charles Lesage, Napoléon 1° Créancier de la Prusse (Paris, 1924), p. 263. 

** Cf. Edouard Fournier, Le Théatre Francais Au XVI¢ et XVII® Siécle, 
p. 56. 

* The text of the license is given in Sir Ernest Satow, The Silesian Loan and 
Frederick the Great (Oxford, 1915), p. 200. This loan later became the subject of 
a famous controversy in international law because of the attempt of Frederick of 
Prussia, who had become heir to the loan upon the transfer of Silesia to Prussia, 
to set off against his liability to the British holders of the debt his claims against 


the British government for unwarranted seizures of Prussian vessels. See ibid., 
and Martens, Causes Célébres (2d ed., Leipzig, 1858), II, 97 ff. 














156 THE JOURNAL OF BUSINESS 
force.”* On March 2, 1922, the Earl of Crawford, replying on 
behalf of the government to a question in the House of Lords, 
declared that “there is no government control over capital issues 
and it is the policy of the government not to intervene between 
foreign governments and potential lenders in this market.”*** 

I know of no published evidence that there was exercised in 
England during the pre-war period anything approaching a con- 
tinuous and systematic government censorship over the flotation 
of foreign loan issues in British money markets. Continental 
writers have commonly taken for granted the existence of such a 
control in England. But it is a peculiar characteristic of the sec- 
ond-rate literature on international economic relations that oth- 
erwise responsible persons will without a shadow of evidence 
unhesitatingly impute to foreign countries the pursuit of ques- 
tionable practices, sometimes in order merely to cast discredit 
upon foreign countries, sometimes in order to support an argu- 
ment for the adoption or continuance of such practices by their 
own country.” A highly competent and well-informed English 
economist, however, has said that “it appears . . . . to be cus- 
tomary for financiers to seek the support of the Foreign Office 
when negotiating new loans,’”** and if an informal control did 
exist, it probably took the form indicated by this statement of a 
voluntary consultation by financiers with Foreign Office officials 
before they definitely undertook to underwrite foreign loans. In 
the midst of the Crimean War there were English subscriptions 
to a Russian loan, and the British Foreign Minister felt himself 

*In 1924 the Bank of England maintained an “Embargo on Foreign Is- 
sues,” i.e., an unofficial censorship of foreign issues intended to protect sterling 
exchange by controlling and if necessary preventing the drain on English funds 
resulting from subscriptions to foreign security issues. In November, 1925, the 
control, which had never had statutory authority, was abandoned. It never ap- 
plied to private English purchases of foreign securities. Opinion as to its effec- 
tiveness varies. Cf. T. E. Gregory, The First Year of the Gold Standard (Lon- 
don, 1926), pp. 83 ff. 

** Parliamentary Debates, Lords, sth Series, XLIX, 2709. 


*Cf. Allyn Young, “Economics and War,” American Economic Review 
(March, 1926), pp. 1 ff.; A. P. Winston, “Does Trade ‘Follow the Dollar,’ ” ibid. 
(September, 1927), pp. 458 ff.; and Jacob Viner, Dumping: A Problem in Inter- 
national Trade (Chicago, 1923), pp. 35 ff. and 61. 


* C.K. Hobson, The Export of Capital (London, 1914), p. xxiv. 
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helpless to prevent such aid to the enemy.” This would indicate 
that at least at that time the British government exercised no 
close control over the London money market. Indirect evidence 
as to the existence of some measure of governmental control 
could perhaps be found in the fact that new Russian loan issues 
on the London market followed with some closeness the varia- 
tions in British diplomatic relations with Russia, Russian issues 
being absent from the London market when the relations with 
Russia were troubled and making their reappearance when 
friendlier terms existed between the two countries. But this 
could be explained without reference to the existence of control 
as being due: (a) to the patriotism of English bankers and their 
reluctance deliberately to go counter to known British diplomat- 
ic policy, and (4) their natural desire to avoid financial commit- 
ments with nations which might possibly be soon involved in 
war with their own country. In any case the only specific in- 
stances I have been able to find which confirm in any degree the 
existence of a policy of supervision over foreign loan flotations 
were instances in which the diplomatic interest of Great Britain 
was obvious and unusually pressing. 

In 1879 the French minister of foreign affairs, Waddington, 
in a dispatch to the French Consul-General in Egypt, explained 
that the English and French governments had facilitated the 
opening of the London and Paris money markets to a loan of the 
Khedive of Egypt only after he had given certain pledges, thus 
indicating that prior to those pledges there had been a govern- 
ment veto on such a loan in London.* The British government 
twice used its influence successfully to prevent participation by 
British bankers in the flotation of Bagdad Railway loans, once 

* Lord Clarendon to Lady Clarendon, December 19, 1855: “Only think of 
the Russian loan being levied here! in the ordinary way of business, too, so I 
don’t see how it can be interfered with! £200,000 left London yesterday, and the 
pressure on the money market will be great” (Sir H. M. Maxwell, Life and Let- 
ters of .... [the] Earl of Clarendon (London, 1913], II, 107). Cf. also the 
Economist (London, December 22, 1855, p. 1402). The loan does not appear to 
have been publicly issued in London, however, and such English subscriptions to 


it as were made must have been made privately through the mediation of con- 
tinental banking houses. 


* De Freycinet, La Question d’Egypte, p. 172. 
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reluctantly in 1993 in response to the pressure of English public 
opinion which was hostile to English co-operation with the Ger- 
man enterprise, and again in 1910, when Sir Edward Grey, upon 
representation from France, persuaded Sir Edward Cassel not to 
put in a bid for Bagdad Railway bonds.** But in 1912 an Eng- 
lish banker, Crisp, floated a loan to China, although the British 
government was giving its support to the Consortium and wished 
all Chinese financing to be confined to the syndicates participat- 
ing in the Consortium. He was reprimanded by the Foreign Of- 
fice, but he surrendered his contract for a second loan only after 
it had been arranged that he should be paid £150,000 by Chi- 
na.** There is no ground for doubt that London was the freest 
from political interference of the Great European money mar- 
kets before the war. The dominance of laissez faire doctrines in 
England was probably chiefly responsible. But diplomatic con- 
siderations were most likely to be involved in loans to conti- 
nental governments, and London since the first half of the nine- 
teenth century had not been an important market for such 
loans. There was less incentive, therefore, to the British than, 
for example, to the French and German governments to adopt a 
policy of supervision over foreign loan issues. It is likely also 
that English bankers were on the whole more to be trusted than 
French or German bankers to avoid on their own initiative par- 
ticipation in transactions in conflict with the foreign policy of 
their governments, because the English bankers were less “‘inter- 
national,” in less intimate union with the bankers of other coun- 
tries, than were many of the great French and German banking 
houses. 

In France governmental control over the flotation of foreign 
loan issues has been open and acknowledged. The central fea- 
ture of the control is governmental supervision of “official list- 
ing” on the Paris Bourse. This supervision goes back to at least 
1785, when an official decree excluded from listing on the Paris 
Bourse any securities except French government bonds and for- 

** Edward M. Earle, Turkey, the Great Powers, and the Bagdad Railway 
(New York, 1923), pp. 93, 224 ff. 


8 China Year Book, 1914, pp. 379, 412; Great Britain, Parliamentary Pa- 
pers, China No. 2 (1912), Nos. 22 and 30. 
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eign exchange.** From 1785 to 1823 the only foreign issues list- 
ed, presumably by special dispensation from the decree of 1785, 
were a loan to the King of Saxony in 1811, and loans to the 
Kingdom of Naples in 1818 and Sicily in 1821, all of them “po- 
litical” loans to allies or vassals of France.** Foreign securities, 
public and private, were admitted to trading on the Bourse, but 
without the privilege of official listing, in 1803. A royal ordi- 
nance of May 29, 1816, gave the minister of finance supervisory 
power over the Paris Bourse.** A royal ordinance of November 
12, 1823, authorized the official listing of foreign government 
bonds on the Paris Bourse, subject to the approval of the min- 
ister of finance (economic considerations) and the minister of 
foreign affairs (political considerations). In 1858 listing priv- 
ileges were extended to foreign railroad securities, and in 1859 
to foreign company securities in general, subject in each case to 
ministerial approval. There is an annex to the Paris Bourse, a 
sort of “curb” or subsidiary exchange, the “Coulisse,” in which 
securities are traded which are not listed on the cote officielle. 
By a decree of February 6, 1880, the government abandoned its 
previous insistence upon the necessity of prior official approval 
before the securities of foreign political subdivisions, provinces, 
counties, municipalities, etc., could be listed on the Coulisse, but 
it still retained its right of veto of the listing on the Coulisse of 
the issues of foreign sovereign states. A decree of December 15, 
1875, gave to the minister of finance the right to prohibit the 
flotation in France of a foreign loan other than that of a sov- 
ereign state, without respect to whether listing privilege was 
sought for it or not.*° Such are the legal bases of such formal 
control as the French government can exercise over foreign loan 
flotations.*° 

It is to be noted that the strictest powers of control are ex- 
ercised over the cote officielle or official list of the Paris Bourse. 
Before the war Paris was the great market of the world for gov- 
* Henri Becker, Les Emprunts d’Etats Etrangers (Paris, 1880), p. 24. 
* Cf. Charles Lesage, op. cit., p. xv. 
“This power was extended to the provincial bourses in 1862. 
**T have been unable to find out whether this decree has ever been repealed. 
* Becker, op. cit., pp. 24 ff; Becqué, op. cit., pp. 113 ff. 
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ernment securities, and official listing on the Paris Bourse was 
extremely important, if not always vital, to the successful flota- 
tion of a major government loan in France. French opinion 
seems to hold that official listing is essential if a large foreign 
issue is not only to be initially floated at a good price but is to be 
safe against capricious fluctuations in market value. To a for- 
eign government, moreover, the public flotation of a loan in 
France after it had been refused official listing would mean seri- 
ous loss of prestige and impairment of its credit. The official 
power of veto over official listing was, therefore, an effective 
instrument of control over foreign loan flotations in pre-war 
France. 

Even though the Paris Bourse and the Coulisse were closed to 
them, however, there would still remain several channels of ac- 
cess for foreign governments to the French money markets. 
There is an unofficial exchange in Paris, the “bankers’ bourse,” 
which has at times handled foreign issues of substantial propor- 
tions successfully. Thus in April, 1911, six months after the 
French government had vetoed official listing of a government 
of Hungary loan, the city of Budapest successfully floated a loan 
of Fr. 100,000,000 through listing on the Paris cote en banque, 
or bankers’ bourse.*’ There are the provincial bourses, which 
are not so closely controlled by the government. French finan- 
cial houses have considerable influence over the Brussels Bourse, 
and French investors have grown accustomed to buying securi- 
ties listed on the Brussels Bourse because of the practice of some 
French banking houses of making their flotations in part or in 
whole in Brussels in order to evade the French security taxes. 
There is always the possibility of private sale by the banks over 
their counters. 

The veto power of the French government over listing on 
the Paris Bourse seems to have been allowed to remain inopera- 
tive for many years. In any case it was not systematically used 
until a few years before t’:e outbreak of the war. Poincaré has 
laid claim to the credit for having brought it into active opera- 


“Sigmund Schilder, Entwickelungstendenzen der Weltwirtschaft (Berlin, 
1912), II, 428 ff. 
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tion again.** Cailleux, in 1913, speaking to a motion in the 
French lower house that admission to official listing be refused 
to all foreign loans until a prospective French government loan 
had been successfully floated, declared that in his previous peri- 
ods of office as minister of finance he had never admitted foreign 
loans to official listing unless they assured to France “political 
or economic advantages,” and that he had always taken into 
prior account the needs of the French treasury.**® He promised 
to follow the same rule in the future, and secured the substitu- 
tion for the motion referred to before of a resolution which obli- 
gated the government to make use of its veto power to protect 
the interests of the treasury, but did not bind it to any specific ac- 
tion. During and since the war, French statesmen, instead of 
being contrite over their exercise of the veto power during the 
pre-war years, have been apologetic for not having made more 
effective and systematic use of it in furthering the economic and 
diplomatic policies of the government.*° From about 1909 to the 
outbreak of the war, however, the veto was repeatedly applied. 
In many cases it was not necessary to declare a formal veto, 
as the French bankers and the foreign governments generally 
sounded out the proper officials before they came to definite ar- 
rangements. Permission to have their loans listed on the Paris 


* Raymond Poincaré, Au Service de la France (Paris, 1926), I, 307. 


* “J'ai géré les finances de ce pays pendant six ans, prés de sept ans, et bien 
des fois la question des emprunts étrangers s’est présentée devant moi. Mes régles 
directrices ont toujours été les suivantes. En premier lieu n’admettre que les em- 
prunts étrangers présentant pour la France des avantages politiques ou des avan- 
tages économiques. En second lieu, envisager avant tout et par dessus tout les 
besoins de Trésor, les necessités de ses disponibilités” (Chambre Des Députés, 
Débats Parlementaires [December 11, 1913], p. 3762). 


“Cf. the speech of M. Ribot, then minister of finance, before the budget 
committee on December 19, 1914: “Par la direction qu’ils donnent 4 l’épargne 
publique [les établissements de crédit] disposent d’une puissance considérable qui 
doit s’employer non seulement dans I’intérét de leurs actionnaires, mais aussi dans 
lintérét de la France au dehors. Ce serait une injustice de généraliser les re- 
proches qu’on a pu, a cet égard, faire 4 certains de ces établissements. On peut 
d’ailleurs se demander si le Gouvernement lui-méme a usé toujours avec une con- 
tinuité de vues suffisante de l’autorité effective dont il dispose par son droit de 
surveiller les admissions 4 cote et de l’influence qu’il exerce par ses conseils et 
ses directions” (quoted by Ernest Tisserand, Pour les Finances d’un Dictateur 
{Paris, 1920], p. 175). 
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Bourse was for many European governments one of the impor- 
tant objectives of their diplomatic relations with France. 

The French government did not confine itself to control over 
the Bourse as a means of supervision over foreign loan transac- 
tions. By its charter right of nomination of the directorate of the 
Crédit Foncier and of inspection of its transactions at any time, 
the French government can exercise an effective influence over 
this important bank and its subsidiary and associated establish- 
ments. This bank was an important instrument of French eco- 
nomic penetration in Egypt, and at one time (in 1879) it had in 
its portfolio Fr. 180,000,000 of Egyptian securities, as com- 
pared to a total capital of only Fr. 80,000,000." In 1903, Del- 
casse, the then foreign minister, made a solemn public announce- 
ment that if a French banking syndicate which was preparing to 
participate in the financing of the Bagdad Railway proceeded 
with the project it would be necessary for him officially and for- 
mally to disavow the syndicate, as well as to veto the listing of 
the Bagdad Railway securities on the Bourse.** An Austrian 
writer claims that in 1910 the French government asked French 
banks not to accept new Turkish or Hungarian securities as col- 
lateral for loans.** Listing on the Paris Bourse of loan issues of 
these governments already having been vetoed, this further step, 
if it was actually taken, was obviously intended to check the 
private sale of these securities in France. Perhaps most impor- 
tant of all, however, was the quiet but energetic pressure which 
the ministry of foreign affairs exercised. It is the regular duty of 
one of the higher officials of this ministry to keep in touch with 
the operations of the great banks in the field of international 
finance, and to make known the wishes of the government. It 
was quite generally understood by the bankers, from 1870 to the 
Great War, that there was a tacit government veto on the public 
flotation of German issues, and the prohibition of German gov- 
ernment loans was obeyed although it had never been openly 


“ Charles Lesage, “L’Achat des Actions de Suez,” La Revue de Paris (No- 
vember 15, 1905), Pp. 345. 

“K. Helfferich, Georg Von Siemens (Berlin, 1923), II, 140. 

“ Schilder, op. cit., p. 355, note. The German government upon at least one 
occasion also made use of this device. See infra. 
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proclaimed.** Government officials frequently gave orders to the 
French banks. During the Crispi régime, Italy found the French 
banks and the Paris Bourse hostile to Italian bond issues. Al- 
though the French government had not issued a formal official 
veto against Italian issues, the Italians attributed this situation 
to instigation from official French sources,** and there is confir- 
mation of this from a neutral English source.** In May, 1891, 
the Paris house of Rothschild withdrew at the eleventh hour 
from its undertaking to raise a Russian loan, allegedly because 
of the recrudescence of Jewish persecutions in Russia. But Rus- 
sia attributed the Rothschild withdrawal to the prompting of the 
French government, which resented the refusal of Russia to sign 
a military alliance. Upon the removal, later in the same year, of 
the political tension between the two powers and the renewal of 
the Triple Alliance, Russia again found French bankers recep- 
tive to proposals for a large loan.*’ In 1911 the French govern- 
ment ordered a French banking house which had floated a Para- 
guay government loan to return their subscriptions to any sub- 
scribers to the loan who requested it, its stated reasons being the 
political instability of Paraguay and misstatements in the pro- 
spectus of the loan.** Other instances of informal intervention by 
the French government will be cited later, when the objectives 
of French control over foreign loans are under consideration. 
The French: government, however, has not been able con- 
stantly to maintain as close a control over the operations of its 
bankers as it desired. Its control over listings on the Paris Bourse 
is legally unlimited, but it has not always been able to withstand 
the opposition of the banks against a particular veto. Over 
transactions of the lesser bourses and over private transactions 


“ Becqué, op. cit., p. 180. 

“ Cf. Giovanni Giolitti, Memoirs of My Life (1923), p. 70. 

“ The British Ambassador at Rome to the British Foreign Office, November 
3, 1893: “The financial situation of Italy is deteriorating every day; France’s ef- 
forts to injure her commerce and to depress her credit have been crowned with a 
considerable measure of success” (British Documents, II, 286). 


“ Memoirs of Count Witte, pp. 170, 175. 


“Comte de St. Maurice, Les Instruments Modernes de la Politique Etran- 
gére: les Emprunts d@’Etat (Paris, 1912), I, 31. 
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its control is ever. weaker, and the general reluctance of French 
governments to face parliamentary discussions of matters on 
which their position is not politically impregnable often make 
them hesitate to coerce a recalcitrant banker. The banks are a 
great power in France. It has been repeatedly charged by French 
writers that in international finance the great banks have been 
able to do pretty much as they pleased, regardless of the wishes 
of the government, and that what they pleased to do was often 
opposed to the economic and diplomatic interests of the govern- 
ment because of the commitments of the banks to foreign invest- 
ments, their directorates of foreign or recently naturalized mem- 
bership, and their close affiliations with foreign banking houses. 
In spite of the obvious exaggerations and malicious slander by 
which the French literature of protest is marked, one is left with 
suspicion that there was some basis for their charges.“ In any 
case there are a few fairly well authenticated instances of the 
banks disregarding the wishes of the French government. In 
spite of Delcasse’s warning to French bankers to refrain, some 
of them participated in 1903 in the flotation of Bagdad Railway 
securities, but because of the veto against their official listing the 
amount of actual French subscriptions was small.” Again in 
1910, though the Turkish loan of that year was refused official 
listing, French bankers participated in its flotation through 
their German associates.** When the French Government in 
1908-9 refused official listing to an Argentine loan, French 
banks nevertheless underwrote part of it and successfully float- 
ed their share. Later some banks urged the government to admit 
the loan to the Bourse, because French companies had sub- 
scribed to the loan and had then found that they could not le- 
gally enter unlisted securities in their balance sheets, and under 
pressure of the banks the government yielded. In 1913 the 

“ As typical of this literature, see the writings of Lysis, Contre l’oligarchie 
financiére en France (Paris); J. E. Favre, Le Capital frangais au service de 
Pétranger (Paris, 1916); ibid., L’Evasion économique, comment y a collaboré la 
Banque de l'Union Parisienne (Paris, 1918); Ernest Tisserand, Pour les finances 
d’un dictateur (Paris, 1920). 

” Helfferich, op. cit., II, 141. " Livre Noir, II, 127-28. 

* Fontaine, op. cit., p. 142. If this writer’s statement of the case is accurate, 
an additional factor of importance seems to be attached to official listing. 
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Russian ambassador to France, Isvolsky, complained plaintively 
to his home government that French financiers had more influ- 
ence over the French government than did the government over 
the financiers, and that the French bankers frequently evaded 
government orders by indirect means. It appears that shortly 
before the outbreak of the war there was a quite general revolt 
of French banks against the increasing rigidity of government 
control over their international transactions and especially 
against a too-officious agent of the foreign office.°* In 1919 a 
French bank, the Banque Industrielle de Chine, after having 
been frozen out of the Consortium because its capital stock was 
partly owned by Chinese, refused to conform to the request of 
the French Government that it pool its loan contracts with China 
in the Consortium.” 

The German government had before the war two means of 
exercising formal legal control over foreign loan transactions.” 
By the banking act of 1875 the directorate of the Reichsbank, 
or central bank, was to consist of the chancellor of the empire 
and four other members, one appointed by the emperor and the 
other three by the Bundesrat. Discretion was to rest with the 
chancellor as to what securities should be accepted for redis- 
count. The law of 1896 regulating the security exchanges pro- 
vided that each state could appoint a commissioner of the ex- 
change, with a veto power over its listings. The law laid down 
the general rule that “issues which endanger a public interest” 
might be excluded. It provided further that no exchange could 


® Livre Noir, II, 127-28. Cf. also, ibid., I, 233. 


“In an issue of a National City Bank of New York publication is to be 
found a statement that early in 1914 a Paris banker was fined $150,000 for an un- 
authorized participation in a loan te Turkey. “How Strong Governments Back 
Foreign Enterprises,” The Americas (November, 1916), p. 1. I have not been able 
to find any mention of this incident in French sources or any reference to the law 
providing for such a penalty. 


“ Far Eastern Review, XVI, 48-49. 


* In my discussion of German aspects of the subject I have been greatly aid- 
ed by the Doctor’s dissertation of a former student, Walter H. C. Laves, German 
Governmental Influence on Foreign Investments, 1871-1914, 1927 (MS in Univer- 
sity of Chicago Library). 
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list an issue which had been rejected by another exchange for 
other than local reasons.” 

There was only one instance of the use by the chancellor of 
his power under the Act of 1875. In 1887 Bismarck struck Rus- 
sian bonds from the list of securities which the Reichsbank could 
accept as collateral for loans.** In 1891, after two German bank- 
ing houses had negotiated the flotation of a loan for Russia, they 
withdrew, apparently because they were unable to obtain from 
the German government an explicit statement that the veto was 
no longer in operation.®® In 1894, however, when friendlier dip- 
lomatic relations were re-established between Germany and Rus- 
sia, the veto was lifted and a Russian loan flotation in Germany 
was permitted. 

The veto power over listing on the Bourse was also, appar- 
ently, used very sparingly. In 1909 or 1910 the German minister 
at Belgrade, having learned that Serbia was negotiating a large 
ordinance contract with a French firm, demanded from the Ser- 
bian government a contract with German concerns for railroad 
material, threatening Serbia, in case of refusal, with a veto of 
its impending loan in Beriin.*° In 1910 an Austro-German syn- 
dicate underwrote a Bulgarian loan of M. 100,000,000, but the 
German government expressed disapproval of the loan. The 
Deutsche Bank then withdrew from participation in the syndi- 
cate, but a Hamburg banking house nevertheless proceeded with 
the flotation of the loan. The Prussian Handelsminister there- 
upon vetoed its listing on the Berlin Bourse, and in response to a 
request from the Imperial government, the Hamburg govern- 


In 1836 the Prussian government had proclaimed an ordinance forbidding 
any credit dealings in bonds of the Spanish government, because it had partially 
repudiated its debt, which was largely held by Prussian investors. In 1840, to 
check what it regarded as excessive and dangerous speculation, the Prussian gov- 
ernment extended its veto to credit transactions in any foreign securities (Rich- 
ard Ehrenberg, Die Fondsspekulation und die Gesetzgebung [Berlin, 1883], pp. 
59, 60). 

™ The text of the Verbot is given in Die Grosse Politik der Europdischen 
Kabinette, 1871-1914 (Berlin, 1922), V, 335. 


® Ibid., VII, 229. 
© Vossiche Zeitung (January 12, 1900), cited by André Fontaine, op. cit., 
p. 119. 
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ment also closed the Hamburg Bourse to the loan. These meas- 
ures kept the Bulgarian loan out of the German market until 
1911, when Bulgaria came to terms with the German govern- 
ment. In 1911 the Prussian Handelsminister forbade the Ber- 
lin Bourse to list Chicago, Milwaukee & St. Paul securities, on 
the ground that the state of the Berlin money market did not 
permit of the flotation of foreign issues.** It has been claimed, 
however, that the veto was intended as a retaliation against the 
attitude of the United States in the potash controversy then un- 
der way between the two countries.** 

In March, 1902, a German syndicate under the leadership of 
Mendelssohn & Company underwrote a Russian loan of M. 
393,000,000, which was admitted to the Berlin Bourse. The 
German Ambassador to Russia called the attention of his gov- 
ernment to the loan, and urged that Germany make use of Rus- 
sia’s need for money as a bargaining instrument in the impend- 
ing tariff negotiations between the two countries. The imperial 
chancellor, Von Biilow, commented thereon that “it must be 
seen to that the Jews (Mendelssohn, etc.) consider not only their 
own purse, but also the interests of the state.”** The Kaiser ex- 
pressed his readiness to apply moral and other pressure on Men- 
delssohn, if necessary, to make him conform in his transactions 
to the needs of German foreign policy.*° The government re- 
frained from action, however, in order, apparently, to avoid 
driving Russia into even firmer alliance with France. 

The German government undoubtedly placed more reliance 
upon its influence over German banking houses as a means of 
exercising control over their international transactions than on 
these formal procedures, which involved too much publicity and 
aroused opposition and debate in the German press, and were 


® Werner v. Grundherr, Uber die wirtschaftliche und politische Bedeutung 
der Kapitalanlagen im Auslande (Griefswald, 1914), p. 76. 

* Ibid., p. 130. 

* Alfred Lansburgh, in Die Bank (1911), I, 107. 


™* Die Grosse Politik, XVIII, 44: “Es muss dafiir gesorgt werden, dass die 
Juden (Mendelssohn u.s.w.) nicht nur an ihren eigenen Beutel, sondern auch an 
das Staats Interesse denken.” 


* Ibid., p. 45. 
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not as convenient, diplomatically, as informal control. As Helf- 
ferich, a director of the Deutsche Bank, stated: “Heute schon 
geniigt der leiseste Wink, um die Emission einer unseren politi- 
schen Interessen widersprechenden Anleihe zu verhindern.’’®* 
A number of instances are known of declarations to the bankers 
of official disapproval of projected foreign loan flotations. Ref- 
erence has already been made to the German government’s notice 
to the bankers of its disapproval of the 1910 Bulgarian loan 
project. In 1898 Germany and Austria both declared a diplo- 
matic veto against loans to Bulgaria, at the request of Von Sie- 
mens, of the Deutsche Bank, who wanted to prevent Bulgaria 
from proceeding with a railway project which would be competi- 
tive with one of his own. In 1906 the German government for- 
bade German bankers to participate in the flotation of a Russian 
loan, although the right to float a loan in Germany had been one 
of the considerations granted to Russia in the understanding of 
1904, settling the points at issue between the two countries.® It 
is interesting to note that Mendelssohn & Company informed 
Witte that they had secretly subscribed to the Russian loan 
through their non-German branches, in spite of the governmen- 
tal veto.” 

I have been unable to discover whether it was a regular prac- 
tice of the German bankers to consult the German foreign office 
before undertaking to float loans for foreign governments, and 
I have found only one reported instance of such consultation. In 
1886 Von Siemens, of the Deutsche Bank, before underwriting a 
Bulgarian loan, asked the foreign office if it had any objection 
to the loan.” 

Information as to the methods used by other European gov- 
ernments before the war to prevent the flotation in their money 

 Bank-Archiv (April 15, 1911), p. 215. Cf., to much the safe effect, 
Grundherr, o?. cit., p. 132. 

* Helfferich, Von Siemens, II, 11. 

Sartorius von Waltershausen, Das volkswirtschaftliche System der Kapi- 
talanlage im Auslande (Berlin, 1907), p. 314, note; Grundherr, op. cit., p. 74; 
Memoirs of Count Witte, p. 304. 
® Memoirs of Count Witte, p. 306. 
 Helfferich, Von Siemens, II, 6. 
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markets of foreign loans to which they objected is scanty. In 
both Austria-Hungary and Russia listing on the Bourse was sub- 
ject to approval by the Minister of Finance, and in Russia a for- 
mal permit from the government was required preliminary to the 
flotation of a foreign issue. But Russia had insufficient capital 
resources for its own use, and such restrictive influence as it 
found the opportunity to exercise was mainly over the French 
market by applying pressure to the French government or by 
bribing the French press. In connection with the Turkish Bag- 
dad Railway loans, Russian diplomacy was a factor also in se- 
curing their exclusion from the London market. Foreign loans 
are not at present permitted in Italy, Belgium, and Spain, unless 
special permission has been received from the government.’ 

Before 1914 the United States was in the balance a debtor 
country, and foreign government loan issues in the United States 
were rare. During the Taft administration there was initiated 
what seems now to have become the established policy of the 
United States, namely, to use American capital resources as an 
instrument of governmental foreign policy. But until after the 
war there was little opportunity to apply restrictions to the flo- 
tation of foreign loans in this country in the execution of this 
policy, and the one instance of this character which can be cited 
was the participation by American bankers, under official aus- 
pices, in the Chinese Consortium. One of the provisions of the 
Consortium agreement was that the governments of the partici- 
pating syndicates should withhold diplomatic support from any 
loan made to China by non-member banks. In the United States, 
however, as in England and in France, a banking house disre- 
garded the official recognition of a monopoly of the privilege of 
making loans to China, and in the face of state department dis- 
approval made an independent loan. 

The United States government has no statutory peace-time 
authority to interfere with the flotation of foreign loans in this 

™ Ancient parallels of these modern controls could probably be cited by 
classical historians. One such has come to my attention. In 56 B.c. the Roman 
Senate prohibited Italians from lending their money outside of Italy, in order to 
keep their capital within the peninsula and thus to lower the prevailing rates of 


interest, to the advantage of the debtor classes (Guglielmo Ferrero, The Greatness 
and Decline of Rome (New York, 1907], II, 27). 
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country, and there might be constitutional difficulties in the way 
of establishing such authority, especially if it were discretionary 
in character. Under existing conditions, in any case, any re- 
strictive control must be administrative and extra-legal in char- 
acter. The post-war attempt at control dates from a conference 
of May 25, 1921, between President Harding and some members 
of his Cabinet on the one hand, and a number of American in- 
vestment bankers on the other, at which the President ex- 
pressed his desire that the government be kept informed regard- 
ing contemplated public flotations of foreign bond issues in the 
American market, “so that it might express itself regarding them 
if that should be requested or seem desirable.” This did not ob- 
tain the desired degree of response from the bankers, and on 
March 3, 1922, the state department sent a circular letter to 
American investment bankers, repeating the request, and stating 
that although “the Department of State cannot, of course, re- 
quire American bankers to consult it . . . . [it] believes that 
in view of the possible national interests involved it should have 
the opportunity of saying to the underwriters concerned, should 
it appear advisable to do so, that there is or is not objection to 
any particular issue.”* 

There have been varying interpretations from different 
branches of the government with respect to the interpretation 
of this circular letter and the action © iken in conformity with it. 
On April 8, 1925, the ““Administra‘.on Spokesman asserted em- 
phatically that the Government had never attempted to ‘super- 
vise’ foreign loans floated in the United States,” and gave his 
hearers the impression that the only purpose of the circular was 
to secure information for the government.’ President Coolidge 
later stated that “the Government is doing as little as possible to 
dictate a policy in this connection.’”* But Secretary Kellogg had 
previously explained that the purpose of the circular was to ob- 
tain for the government an opportunity to state “whether it be- 
lieved certain loans were not in the public interest,” and stated 

™ Commercial and Financial Chronicle, May 28, 1921; state department 
press release, March 3, 1922. 
™ New York Times, April 9, 1925. 

* Ibid., January 22, 1927. 






















POLITICAL ASPECTS OF INTERNATIONAL FINANCE 171 


the grounds on which the state department had objected to a 
number of projected loans.** In October, 1927, in reply to an at- 
tack by Senator Glass on its exercise of control over foreign 
loans, the state department explained that “bankers are under 
no legal obligation to follow the Department’s wishes in case a 
loan does not meet with its approval, and there is no obligation 
on the part of the bankers, tacit or otherwise, to seek the opinion 
of the Department,” while President Coolidge interpreted the 
practice of the state department as merely advisory, and consist- 
ing only of inquiring whether the proposed loan would interfere 
with the foreign policy of the government; unless some such plan 
was followed, he warned that Congress might enact a drastic 
regulatory law. If senators were fully acquainted with the cir- 
cumstances, according to the state department, they would con- 
sider “the very limited control exercised by the Department of 
State as beneficial.’’”’ In any case, a control does prevail. 

Early in 1925 the “Administration Spokesman indicated 
that there was no truth in the reports that it had frowned upon 
the effort of France to raise money in this country.’”* But the 
financial press was repeatedly referring to a state-department 
veto against loans to France, and later in the same year Secre- 
tary Kellogg stated that the state department “has objected to 
loans to countries which had not settled their debts to the United 
States.”** In October, 1927, while tariff negotiations were under 
way with France, the state department announced that it would 
not object to the refunding by France at a lower rate of its 8 per 
cent 1920 American loan; “This refunding transaction involves 
no advance of new money to France.””* On January 13, 1928, 
the state department notified American bankers that the ban 
against French industrial loans had been lifted,” and a few days 
later inquirers at the treasury were given to understand that the 


** Tbid., December 15, 1925. 
™® United States Daily, October 15, 1927; Commercial and Financial Chroni- 
cle (October 22, 1927), p. 219. 
* New York Times, April 9, 1925. 
" Ibid., December 15, 1925. 
* Commercial and Financial Chronicle (October 15, 1927), p. 2017. 
™ New York Times, January 15, 1928. 
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ban against French government loans would probably be lifted 
also if request was made.’”*° 

The original state-department circular referred only to “the 
public flotation of issues of foreign bonds in the American mar- 
ket,” and in practice the government vetoes of projected loans 
are interpreted by the bankers as applying only to their under- 
writing and original public sale. This limitation has made the 
government attempt at control so ineffective that even the con- 
servative press mock at it. The veto, for instance, against public 
issues of French loans has been respected pro forma. But Amer- 
ican banks have bought French bonds issued in Holland at the 
original underwriters’ terms and then distributed them privately 
among their clients; they have accumulated bonds of o/d French 
issues and made a public offering of them in this country; they 
have participated in underwriting syndicates for French loans 
through their foreign branches and agencies.** After an Ameri- 
can flotation of a Sao Paulo coffee valorization loan had been 
vetoed, it was transferred to London. An American investment 
house bought up a large share of the London issue and adver- 
tised it for sale in New York. “Bankers said that thus the only 
effect of the ban on an original offering here was that American 
investors paid higher prices for the bonds than would otherwise 
have been the case.”* 

It appears that at times the state department has not con- 
fined itself to vetoes of particular projects submitted to it for 
approval, but has allowed it to be understood that loans of a par- 
ticular kind would be disapproved. Thus there has been a gen- 
eral veto of the flotation of French loans, irrespective of whether 
these were French government loans or the bond issues of pri- 
vate French industrial corporations. Against public flotation of 
loans to Russia the excommunication is complete. A high official 
of the state department, W. R. Castle, has stated categorically 
that “if any banker should consult the Department of State as to 
a loan to the Soviet Government of Russia the answer would be 


” Ibid., January 17, 1928. 

™ Ibid., February 3, 1927; May 15, 1927. 

" Ibid., February 18, 1926; March 12, 1926. For an advertisement of the 
Sao Paulo issue, see ibid., February 17, 1926. 
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2 orompt refusal.’** Even loans to other countries, if their pro- 

ds were to be used to finance the trade of those countries with 
».ussia, come under the state-department ban, and in 1926 a 
project of an American financier, W. A. Harriman, to float a loan 
to Germany to finance German exports to Russia was abandoned 
after the state department had announced its disapproval of it.** 
Later it made formal objection to the Chase National Bank of 
New York acting as an agent in the payment of interest and re- 
tirement charges on a Soviet issue of railroad bonds to be sold in 
the United States by private sale, and the bank promised not to 
act in this capacity.** On the other hand, in the case of Sao 
Paulo, after the state department had vetoed a Sao Paulo coffee 
valorization loan, it let it be known that there were no objections 
to loans to Sao Paulo that were not concerned with coffee-price 
stabilization,**® thus differentiating, not only as between coun- 
tries, or between private and government loans, but as between 
different loans by the same government. 

JacoB VINER 
University oF CHICAGO 


[To be continued] 


* Ibid., July 31, 1925. 
™ Thid., April 11, 1926. 
* Ibid., January 31, 1928; February 2, 1928; February 15, 1928. In an- 
nouncing its action the state department said: “. . . . The department does not 
view with favor financial arrangements designed to facilitate in any way the sale 
of Soviet bonds in the United States” (ibid., February 2, 1928). 
* Ibid., March 12, 1926. 








THE TREND OF PERSONAL AUTOMOBILE 
ACCIDENTS 


INTRODUCTION’ 


HE automobile as an instrument of injury and death is 

responsible for one of the most significant groups of per- 

sonal risks existing in our present age. Everyone is sub- 
jected to a considerable amount of uncertainty in regard to loss 
or damage arising out of the possibility of automobile accidents. 
Often this uncertainty is turned into a certainty, and this means 
the loss of life or limb, of productive energy for the social group, 
and of income, sometimes livelihood, for the persons involved. 
In recent times fatalities due to the automobile have been playing 
a very important réle in mortality tabulations, and non-fatal au- 
tomobile injuries have been the largest single figure on casualty 
lists. 


To meet this rather alarming situation, attention has been 
given mainly to the development of means of preventing au- 
tomobile accidents. Safety educational movements, improved 
highways, the development of effective automobile control 
mechanisms, driving and traffic regulations are some of the 
ameliorative measures that have been taken in the direction of 


prevention. 


*See: reports of the Hoover Committee on Statistics of the National Con- 
ference on Street and Highway Safety, November 3, 1924, and February 1, 1926; 
reports of the Statistics Committee of the National Safety Council (Chicago) for 
the years 1925, 1926, and 1927; William J. Cox, “Automobile Hazard in Cities 
and Its Reduction,” Proceedings of the American Society of Engineers (April. 
1927), 513-39; Major P. Granville Edge, “The Growth of Mortality Due to 
Motor Vehicles in England and Wales, 1904-23,” Journal of the Royal Statistical 
Society, XXCIX, No. 3 (May, 1926), 405-51; Horace Secrist, “Automobile, Mo- 
tor-Truck, and Motor-Cycle Street Accidents in Chicago,” Journal of the Ameri- 
can Statistical Association, XVI, No. 128 (December, 1919), 512-32; Lee K. 
Frankel, “The Increasing Automobile Hazard,” address delivered before the As- 
sociation of Life Insurance Presidents at New York, December 7, 1917 (Better- 
ment of Life Insurance Service). 
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Up to the present time, however, the eliminating influences 
of these preventive measures have been much more than com- 
pletely counteracted by the forces tending to increase automo- 
bile accidents. Fatalities have been consistently climbing at a 
rapid rate from year to year and non-fatal automobile injuries 
have been mounting at a very high rate. On the basis of all pres- 
ent indications this tendency probably will continue. 

An investigation of the trend of personal automobile acci- 
dents supports this contention. The results of a study of auto- 
mobile fatalities, automobile non-fatal injuries, and the relation 
of each to changes in population and in motor car registration 
are presented in the following pages. 


THE MOUNTING COURSE OF AUTOMOBILE FATALITIES* 


According to the National Automobile Chamber of Com- 
merce’s figures,* during the period between 1917 and 1926, in- 
clusive, the annual automobile fatalities steadily increased from 
approximately 9,097 to 20,819. The automobile, in other words, 
was responsible for considerably more than twice as many 


deaths in 1926 as in 1917. 

For this nine-year period the trend shown by these National 
Automobile Chamber of Commerce data appears to be of the 
nature of a compound interest curve. Automobile fatalities ap- 
pear to have increased from year to year, not merely by a con- 
stant absolute increment, but by a constant percentage. These 
figures indicate, therefore, that each new year brought forth, 
aside from peculiar variations, approximately the same relative 
increase in automobile fatalities. 

This interesting tendency was discovered after both a 
straight line and a compound interest curve were fitted to the 
data. Although both curves appeared to fit the data fairly well, 

* See Table I for the complete data. Chart I shows these facts diagrammati- 
cally. Automobile fatalities are defined here as those fatalities arising out of an 
accident in which the automobile is the heaviest vehicle involved. This definition, 
therefore, excludes a street car-automobile accident, a railroad—automobile acci- 
dent, etc. 

* These figures are based on the data gathered by the United States Bureau 
of Census. 
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TABLE I 


ESTIMATED AUTOMOBILE FATALITIES IN THE UNITED STATES, 1917-26 
(BUREAU OF CENSUS DEFINITION OF AUTOMOBILE FATALITIES) 








AcTUAL AUTOMOBILE 
Fatauities* (UNIT, 100 
FATALITIES) 


CALCULATED AUTOMO- 
BILE FATALITIES 
(Straicut Line Pro- 
TION BY METHOD OF 

EAST Squares) (Unit, 


CALCULATED AUTOMO- 
BILE FATALITIES 
(Srraicut Line Pro- 
JECTION OF LOGARITHMS 
BY MerHop or Least 
Squares){ (UNIT, 100 
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Nerlove-Graham Data 





110.1 112. 
127.8 126. 
145.6 142. 
163.4 160. 
181.1 180. 
198.9 203. 
216.6 229 
234.4 258. 


SCNOOC COMO»! 














* N.A.C. data: This series of data was taken from the records of the National Automobile Cham- 
ber of Commerce. This organization probably obtained these figures from the United States Bureau 
of Census (see Facts and Figures of Automobile Sastry [pest p. 58). The ‘igures for 1917 to 1924, in- 
clusive, agree with the data presented by the Hoover Committee on Statistics of the National Con- 
ference on Street and Highway Safety (see Report of the Hoover Commitiee on Statistics (Washington, 
D.C., 1926], p. 13). According to the table presented by this Committee, the data for 1917-24 were 
taken from the records of the ne of Commerce, United States Bureau of Public Roads, and 
National Automobile Chamber of Commerce. The National Safety Council issued the following figures 
on fatal automobile accidents: 20,147 for 1926, 19,614 for 1925, 17,838 for 1924, 16,489 for 1923, and 
2,061 for 1911 (see Accident Facts (1927), p. 6). The National Automobile Chamber of Commerce’s 
figures were used because they were the longest available series. It is worth noting that the National 
Safety Council figures do not agree with the series chosen, even though both base their figures on the 
data gathered by the United States Bureau of Census. 

Nerlove-Graham data: These data were obtained, in the main, directly from state departments 
(see Table II in Appendix). 

t N.A.C. data: Standard deviation of calculated automobile fatalities from actual data for the 
pues 1917-26, inclusive, equals 806 fatalities. Standard deviation of calculated automobile fatalities 

rom actual data for the period 1921-26, inclusive, equals 371 fatalities. 

Nerlove-Graham data: Standard deviation of calculated fatalities from actual data equals 238 
fatalities. 

$ N.A.C. data: Standard deviation of calculated automobile fatalities from actual values for the 
pee 1917-26, inclusive, equals 508 fatalities. Standard deviation of calculated automobile fatalities 

m actual data for the period 1921—26, inclusive, equals 533 fatalities. 
ata Nerlove-Graham data: Standard deviation of calculated fatalities from actual data equals 430 
atalities. 
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CHART I 


TREND OF AUTOMOBILE ACCIDENT FATALITIES IN THE UNITED STATES, 1921-28 
(BASED ON ActuAL Data COMPILED FOR THE SIx YEARS 1921-26) 
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the compound interest curve seemed to represent the drift of the 
data more accurately than the other.* 

The straight line fit for the ten-year period indicates a con- 
stant annual increase of approximately 1,460. If we were to as- 
sume that this shows the accurate tendency, the figures for 1927 
probably will show a death toll of more than 22,000 over against 
20,800 in 1926, and during 1928, at this rate of increase, there 
will be over 23,500 automobile fatalities. 

The situation, however, appears to be much worse. The 
compound interest curve, which affords a closer fit to the actual 
data, indicates that during the nine-year period between 1917 
and 1926 these fatalities have been constantly increasing at an 
annual rate of approximately 10.7 per cent. Since there were no 
material changes in conditions affecting automobile fatalities 
during 1927, the figures for that year probably will show an au- 
tomobile mortality of 23,500. This figure is 1,500 larger than 
the one predicted on the basis of a straight line. Forecasting on 
the basis of this compound interest curve line, 1928 holds in 
store about 26,000 automobile fatalities. It is interesting to note 
in this connection that if this trend continues the automobile 
fatalities will double every seven years. 

Some evidence exists, however, that this compound interest 
curve trend will not be representative of the underlying tenden- 
cy in the near future. A straight line trend and a compound in- 
terest curve trend were fitted to the data for the period 1921-26, 
inclusive. For this period it was found that the straight line 
shows the changes in automobile fatalities more accurately than 


*A rough measure was taken of the dispersion of the actual data about both 
of the lines fitted. About the straight line the standard deviation was approxi- 
mately 806 fatalities, determined by taking the square root of the sum of the 
squared deviations divided by the number of observations. About the logarith- 
mic line the standard deviation was 508 fatalities, determined by taking the square 
root of the squared deviations divided by the number of observations. In view of 
the fact that the methods of fitting the curves in both instances are not compara- 
ble (in the first case the curve fitting was done in terms of actual observations, 
whereas in the second case it was done in terms of the logarithms of the actual 
observations), it is not entirely accurate to compare these two measures of dis- 
persion. Nevertheless, the data is of a character that makes such a comparison 
almost accurate. On the basis of this statistical criterion, therefore, the compound 
interest curve trend line represents more adequately than the straight line the 
central tendency of the data on automobile fatalities. 
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the other curve. This seems to indicate that in recent times the 
rate of increase has been declining, that automobile fatalities 
have been increasing at the rate of a constant increment rather 
than a constant percentage. This increment for the five-year 
period was approximately 1,760 per annum. It is worth noting 
that this rate of increase is more than 300 per annum larger than 
the one indicated by the straight line fitted to the ten observa- 
tions. 

In order to insure as high a degree of accuracy as possible in 
the attempt to determine the trend of automobile fatalities, data 
on automobile fatalities were gathered directly from state de- 
partments covering a period of six years, 1921-26, inclusive. It 
was found that the data so gathered indicated a lower annual 
automobile mortality rate than those assembled by any of the 
other gatherers of mass data on automobile fatalities: the Na- 
tional Safety Council, the National Automobile Chamber of 
Commerce, and the Hoover Committee on Statistics of the Na- 
tional Conference on Street and Highway Safety,° but that the 
discernible trend was practically in complete accord with that 
shown by our data. 

According to our data, during 1921 there were approximate- 
ly 11,050 automobile fatalities. By 1926, the number was in- 
creased to 19,660. According to these figures, therefore, the an- 
nual death toll of the automobile has increased about 78 per 
cent within a half decade. 

To these data covering the period between 1921 and 1926, 
both a straight line and a compound interest curve were fitted. 
It was found that a straight line probably is the more represen- 
tative of the two trend measures of the underlying variations in 
the data.° 


* All of these groups relied primarily, and in some instances entirely, on the 
data gathered by the United States Bureau of Census. 


* The standard deviation about the straight line was 238 fatalities; about the 
logarithmic line it was 430 fatalities. Again it should be noted that these two 
measures are not strictly comparable, because one trend line was determined in 
terms of actual observations, whereas the other was in terms of the logarithms of 
the actual observations. Nevertheless, for present purposes and in view of the 
data, this comparison is sufficiently accurate and shows that the straight line af- 
fords a closer fit than the compound interest curve line. 
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On the basis of the straight line trend the constant annu- 
al increase is estimated at approximately 1,775. Interestingly 
enough, this figure is almost equal to the one indicated by the 
National Automobile Chamber of Commerce data. If this is 
an accurate indication of the trend, our figures show that the au- 
tomobile death toll will be about 21,650 during 1927, and proba- 
bly 23,440 in 1928. 

If, as the data seem to indicate, in the last five years of the 
period between 1917 and 1926, inclusive, the rate of annual in- 
crease in automobile fatalities has tended to decline, the predic- 
tions just made and those made on the basis of the straight line 
method applied to the National Automobile Chamber of Com- 
merce figures for 1921-26 are probably more accurate than 
those determined on the basis of the logarithmic trend line fitted 
to the ten-year period. 

Nevertheless, it is worth noting what is shown by the com- 
pound interest curve fitted to our data. After all, the determina- 
tion of a trend line is in the last analysis a subjective matter, 
and it is possible that the compound interest curve is the better 
of the two lines fitted to the data. The straight line fitted to the 
logarithms of the data indicated a constant percentage increase 
of approximately 12.5 per cent. This figure is considerably larg- 
er than the one shown by the compound interest curve fitted to 
the National Automobile Chamber of Commerce data. If this 
rate of increase continued, during 1927 there probably were 
22,900 automobile fatalities, and 1928 holds in store over 25,- 
800. Without material changes in the conditions affecting these 
fatalities, the 12.5 per cent rate of annual increase means a dou- 
bling of automobile deaths every six years. 

In view of the meagerness of the data and the more or less 
arbitrary manner in which one is forced to determine a trend, it 
is, of course, impossible to draw any dogmatic conclusions from 
the foregoing data. The two sets of figures, however, indicate 
quite conclusively that up to the present time, as far as vital sta- 
tistics are concerned, automobile fatalities have not responded 
to the ameliorative measures being employed; these fatalities 
have been steadily climbing. Furthermore, the data seems to 
show that on the basis of the nine-year period 1917-26, fatalities 
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due to the automobile have been increasing geometrically at a 
constant rate of about 10.7 per cent. On the basis of the five- 
year period 1921-26, however, the trend seems to be somewhat 
different. Instead of increasing geometrically, these fatalities 
appear to be increasing arithmetically by a constant absolute 
amount of approximately 1,770.’ Perhaps this change in trend 
is evidence that the preventive measures now being employed 
are overcoming slightly the forces tending to increase automo- 
bile fatalities. 


THE MOUNTING COURSE OF AUTOMOBILE NON-FATAL IN JURIES® 


Unfortunately, the data in regard to non-fatal automobile 
injuries’ are even more meager than the available data on auto- 
mobile fatalities. Only a few states gather figures on non-fatal 
injuries. In order to estimate their number it was necessary to 
resort to the device of determining wherever possible the ratio of 
non-fatal injuries to fatalities for a given period of time. Then, 
by applying this ratio to the total fatalities, an estimate was 
made of the total non-fatal injuries. This method quite evident- 
ly is a precarious one, but it appeared to be the most adequate 
available. 

Using this rather hazardous method, it was found for the 
five-year period between 1921 and 1926 that the ratio of non- 
fatal automobile injuries to automobile fatalities increased from 
roughly 19.06 to more than 36.9."° There. were almost twice as 


* On the basis of the straight line trend of our data for the years 1921-26, 
the constant annual increase is approximately 1,775. For the same period the 
straight line trend of the National Automobile Chamber of Commerce data in- 
dicate a constant annual increase of 1,760. The arithmetic average of these two 
figures is 1,770, a fairly accurate measure of the average constant increment based 
on the two sets of data combined. 

*See Table III for complete data. Chart II shows these facts diagrammati- 
cally. 

* Automobile non-fatal injuries are usually defined as those injuries of a 
somewhat serious nature arising out of accidents in which the automobile is the 
heaviest vehicle involved. It is evident, therefore, that data on automobile non- 
fatal injuries are likely to be grossly inaccurate. 

See Table II. The Hoover Committee on Statistics of the National Con- 
ference on Street and Highway Safety used a ratio of 30 to 1 in their 1924 re- 
port covering mainly 1922 and 1923, and 25 to 1 in their 1926 report cover- 
ing 1924. 
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TABLE II 


EsTIMATED Ratio oF Non-FATAL To FATAL AUTOMOBILE 
INJURIES IN THE UNITED STATES, 1921-26 
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* The states used in obtaining the ratio for the various years were as 
follows: Massachusetts and Connecticut in 1921; Massachusetts, Con- 
necticut, and Vermont in 1922; Massachusetts, Connecticut, and Vermont 
in 1923; Massachusetts, Connecticut, and Vermont in 1924; Massa- 
chusetts, Connecticut, Vermont, and New York in 1925; Massachusetts, 
Connecticut, Vermont, New York, and Oregon in 1926; New York in 1927. 

t It may be that this ratio has been increasing primarily because of 
the development of machinery for collecting data on automobile fatal 
accidents. If this is so, the figures shown are mainly an “index” of more 
accurate reporting of automobile accidents. 













TABLE III 


EsTrMATED Non-FATAL AUTOMOBILE INJURIES IN THE UNITED STATES 1921-26 















































Calculated Non- 
—~yo Non- ro paeeme- 
: ‘atal Automo- ile Injuries 

Nerlove-Graham tiated af bile Injuries (Straight Line 

Data on Auto- | Ratio of Non- bile Injurs . (Straight Line {Projection of the 

Year mobile Fatali- | Fatal Injuries (Unit . os Projection by arithms of 

ties* (Unit, 100 | to Fatalitiest Non’Fatal |Method of Least |the Data by the 

Fatalities) Injuries) Squares)§ (Unit,|Method of Least 

oe 1,000 Non-FataljSquares)|| (Unit, 

Injuries) 1,000 Non-Fatal 
Injuries) 
oe 110.5 19. 58:1 216.3 211.9 234.3 
ae 124.4 25.24:1 313.9 293.4 287.7 
a 149.0 24. 29:1 362.0 375.0 353.2 
Ee 163.2 26. 21:1 427.7 456.5 433-7 
1925...... 183.3 29. 23:1 535-7 538.0 532.6 
er 196.6 32.49:1 638.8 619.6 650.9 
ERE Sree BEE Bracisescs eas 701.1 803.0 
ESS reer Menem Stren par eee 782.6 985.9 

* See Table I. 


t See Table IT. 
ant t This series was obtained by applying the ratio of non-fatal automobile injuries to automobile 
atalities. 
§ Standard deviation of the calculated non-fatal automobile injuries from the actual values 
equals 17,400 non-fatal injuries. 
Standard deviation of the calculated non-fatal automobile injuries from the actual values 
equals 14,600. 
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CHART II 


TREND OF AUTOMOBILE ACCIDENT NON-FATAL INJURIES IN THE UNITED STATES 
1921-28 (BASED ON EsTIMATED DATA FOR THE SIx YEARS 1921-26) 
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many non-fatal injuries per one fatality in 1926 as there were in 
1921. The ratio increased steadily, with one exception, from 
year to year, at a constant rate of increase of approximately 11 
per cent. A possible explanation of this rather significant trend 
may be in the fact that as areas become more congested the traf- 
fic tends to move more slowly and consequently accidents are 
less likely to result in fatalities.” 

These ratios were applied to our fatality data and the re- 
sults obtained showed an even more striking trend upward than 
the automobile fatality record. It is estimated that in 1921 there 
were approximately 216,300 non-fatal injuries. Since then there 
has been a steady increase each year. During 1926 it is estimat- 
ed that there were 638,800. In other words, non-fatal injuries 
almost trebled within a period of a half-decade. 

As in the case of automobile fatalities, in attempting to de- 
termine the underlying trend of these non-fatal accidents both a 
straight line and a compound interest curve were fitted to the 
data. In this instance, however, it was found that the compound 
interest curve fitted the figures more accurately than the straight 
line.*” 

According to the straight line trend, these automobile non- 
fatal injuries have been increasing at the constant rate of ap- 
proximately 81,530 per year. On this basis the 1927 figures 
would show more than 701,000 non-fatal injuries, and during 
1928 there probably will be more than 782,500 such casualties. 
A more accurate measure of the trend line—the straight line 


* Probably the development of machinery for gathering non-fatal automo- 
bile injury data also tended to increase the indicated ratio of non-fatal injuries to 
fatalities. Whether or not this be true, the significant fact remains that the ratio 
of the reported non-fatal injuries to the reported fatal injuries is increasing. 

* The standard deviation about the logarithmic curve was 14,600 non-fatal 
automobile accidents; the standard deviation about the arithmetic curve was 
17,400 non-fatal automobile accidents. These two figures are not entirely com- 
parable because of the different methods used in fitting the trend line. In one 
case a straight line was fitted, so that the absolute deviations squared would be at 
a minimum; in the other instance a straight line was fitted so that the logarithms 
of the deviations squared would be at a minimum. These standard deviations 
are, however, sufficiently comparable to indicate that the logarithmic trend line 
is more indicative of the underlying variations in automobile non-fatal injuries 
than the arithmetic trend line. 


















TREND OF PERSONAL AUTOMOBILE ACCIDENTS 185 


fitted to the logarithms of the data’*—indicates a much more 
serious situation than the one just presented. The rate at which 
these non-fatal injuries have been constantly increasing from 
year to year is considerably over 23 per cent. On this basis tle 
1927 figures will probably show a casualty list of about 803,000, 
and 1928 probably will bring with it approximately 986,000 such 
injuries. These prognostications, of course, are being made on 
the assumption that the logarithmic trend line is accurate and 
that there will be no significant changes in conditions affecting 
automobile accidents in the near future. 

It is even more difficult in the case of these non-fatality fig- 
ures than it was in connection with the fatalities to make any 
fundamental generalizations. The data are probably too meager 
and are perhaps based on rather questionable assumptions for 
such a purpose. Nevertheless it is clearly evident that non-fatal 
injuries as well as fatalities have been defying the preventive 
measures that have been adopted. The forces tending to in- 
crease non-fatal automobile injuries have been much more influ- 
ential than those tending to decrease these injuries. Further- 
more, the data for the five-year period between 1921 and 1926 
seem to indicate that non-fatal injuries were increasing at the 
rate of over 23 per cent per annum, a rate of increase which will 
mean more than a doubling of the non-fatal casualty list every 
three and one-half years. 


AUTOMOBILE FATALITIES AND NON-FATAL INJURIES 
RELATED TO POPULATION™* 


When the automobile fatalities and non-fatal injuries are re- 
lated to population it is found that they have been increasing 
much more rapidly than population. The resulting ratios indi- 
cate a trend which is very similar to the one shown by the unre- 
lated data. 

According to our data on automobile fatalities, there were 
more than 10 people killed per 100,000 population during 1921. 
During 1926 there were almost 17 per 100,000 population. 

“This trend was determined to be the most accurate by the method de- 
scribed on p. 178, note 4. 

See Tables IV and V for complete data. Charts III and IV show these 
facts diagrammatically. 
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TABLE IV 


EsTIMATED AUTOMOBILE FATALITIES PER 100,000 POPULATION IN THE 
UNITED STATES, 1921-26 


(BUREAU OF CENSUS DEFINITION OF AUTOMOBILE FATALITIES) 








Calculated Auto- 
mobile Fatalities 


Calculated Auto- 
mobile Fatalities 
T 100,000 Popu- 





: Automobile T 100,000 Popu- : : 
Mid-Year ey fom. : ation on Basis of 
. Fatalities per ation on Basis of 4 
Year pepe 100,000 Our Data (Straight o — eemne 
0% Population t Line Projection meliiee of the 
Bb ye ae Data by Method of 
pee Least Squares)§ 
BO 6 ines une 108 ,445 10. 2 10. 2 10.3 
WD: sxaensas 109, 893 11.3 11.6 11.5 
Bincscases 111,693 13.3 13.0 12.7 
 ciacien seed 113,727 14.3 14.3 14.2 
eres 115,37 15.9 15.7 15.7 
i cieierewe 117,136 16.8 17.0 17.5 
SE Spr ee serene ae meee 18.4 19.4 
Een! FPR rrr rere reer ae 19.8 21.6 

















* These figures are taken from the 1926 Séatistical Abstract of the United States Census, p. 3. 


t See Table I. 


¢ Standard ¢eviation of calculated figures from actual values equals .366 automobile fatalities 
Per 100,000 population. 
§ Standard deviation of calculated figures from actual data equals .353 automobile fatalities 


Per 100,000. 


TABLE V 


EsTIMATED NoN-FATAL AUTOMOBILE INJURIES PER 100,000 POPULATION 
IN THE UNITED STATES, 1921-26 








Year 


Mid-Year 
Population* 
(Unit, 1,000) 


Non-Fatal Auto- 
mobile Injuries per 
100,000 Popula- 


Calculated Non- 
Fatal Automobile 
Injuries per 100,- 
ooo Population 
on Basis of Our 
Data (Straight 


Calculated Non- 
Fatal Automobile 
Injuries per 100,000 
Population on 
Basis of Our Data 
(Straight Line 
Projection of 





tion t cane Fospecien Logarithms of the 

Bay avseodhe Data by Method 

Least Squares) $ of Least Squares)§ 
RE icc cnaean 108,445 199 229 216 
rr 109 , 893 286 284 261 
ee 111,693 324 338 316 
Rs ce ciwnend 113,723 376 393 382 
Ee 115,378 464 458 462 
, exncecnns 117,136 545 503 558 
SU crageuceialeendea cn seek Gieee ck itech eened 558 675 
ee OR er on. Serer ere 612 816 

















* These figures are taken from the 1926 Statistical Abstract of the United States Census, p. 3. 


t See Table III. 


_ _ , Standard deviation of calculated figures from actual values equals 22.79 non-fatal automobile 
injuries per 100,000 population. 
§ Standard deviation of calculated figures from actual values equals 13.8 non-fatal automobile 


injuries per 100,000 pop’ 


tion. 
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RaTIo TREND OF AUTOMOBILE FATALITIES PER 100,000 POPULATION IN THE 
UNITED STATES, 1921-28 (BASED ON ESTIMATED FATALITIES 


FOR THE Six YEARS 1921-26) 
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CHART IV 


Ratio TREND OF AUTOMOBILE ACCIDENT NON-FATAL INJURIES PER 100,000 
POPULATION IN THE UNITED STATES, 1921-28 (BASED ON ESTIMATED 
NON-FATAL INJURIES FOR THE Six YEARS 1921-26) 
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Both a straight line and a compound interest curve appear to 
fit closely the data on the rate of fatalities per 100,000 popula- 
tion. In so far as there is a choice between the two trend lines, 
however, it appears to be in favor of the compound interest 
curve. In other words, the data seem to indicate that the rate of 
persons killed per 100,000 has been increasing on a constant per- 
centage basis. 

The straight line trend for the five-year period between 1921 
and 1926 indicates that the automobile fatalities per 100,000 
population tended to increase from year to year at the rate of 
1.36. At this rate probably more than 18 people per 100,000 
population were fatally injured in 1927, and 1928 will have a 
record of almost 20 fatalities per 100,000. 

If the underlying growth of this ratio has been of the com- 
pound interest curve character, the data indicate that the rate of 
increase has been at the constant annual rate of approximately 
11 per cent. On this basis, during 1927, more than 19 people per 
100,000 were killed, and during 1928 there will be more than 21 
per 100,000. 

A similar but more striking trend is evident in the data on 
non-fatal automobile injuries related to population. According 
to the available data the automobile was responsible for approx- 
imately 200 injuries per 100,000 population during 1921. Dur- 
ing 1926 this ratio was over 545 per 100,000, indicating an in- 
crease of over 173 per cent within a five-year period. 

A fairly close fit is afforded by a straight line. On this basis 
the constant annual increase was almost 55 fatalities per 100,000 
population. During 1927, then, the ratio was probably over 557, 
and during 1928 it will be over 612. 

Probably a more accurate indication of the trend, however, 
is shown by the logarithmic curve.** It appears that the rate of 
non-fatal automobile injuries per 100,000 population has been 
increasing at an annual constant rate of about 20.8 per cent. On 
this basis during 1927 almost 675 people per 100,000 population 
were injured by the automobile, and during 1928 there probably 
will be almost 816 out of every 100,000. 


* See p. 178, note 4. 
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The foregoing analysis shows clearly that in recent times in- 
creases in automobile injuries have outrun by a wide margin in- 
creases in population. The rate of increase for the non-fatal in- 
juries per 100,000 population is estimated to be more than 20.8 
per cent. This figure is almost twice as large as the rate shown 
for the fatalities. It is evident, therefore, that a typical group of 
100,000 people out of our population is being subjected to a 
very significant and rapidly growing automobile hazard. 











AUTOMOBILE FATALITIES AND NON-FATAL INJURIES 
RELATED TO AUTOMOBILE REGISTRATIONS” 







Some consolation is found in our past experience with auto- 
mobile accidents when the automobile fatal and non-fatal in- 
juries are related to motor vehicle registrations. The fatalities 
have not kept pace with the rate of increase in registrations, and 
no definite trend upward is discernible in the number of non- 
fatal automobile injuries per 100,000 automobile registrations. 

According to our data the number of automobile fatalities 
per 100,000 automobile registrations has decreased from more 
than 112 in 1921 to approximately 93 in 1926. This is a de- 
crease of over 16.7 per cent. 

The downward trend is probably best indicated by a straight 
line, although a logarithmic line fits the data fairly well. Ac- 
cording to the straight line the rate of fatalities per 100,000 reg- 
istrations has been decreasing by a constant annual amount of 
about 3.98. On this basis during 1927 there probably will be ap- 
proximately go fatalities per 100,000 registrations, and during 
1928 this rate probably will decrease to about 86. 

The straight line fitted to the logarithms of the data shows a 
downward rate of decrease of approximately 3.8 per cent. If this 
rate of decrease is an accurate indication of the trend, during 
1927 there will be about go fatalities per 100,000 registrations, 
and this figure probably will decrease to less than 87 during 
1928. 

When the non-fatal injuries are related to registrations a defi- 
nite trend in any direction is not evident. The figures do indi- 





























*See Tables VI and VII for complete data. Chart V shows the data dia- 
grammatically. 
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cate, however, that the non-fatal injuries have fully kept pace 
with the large increases in registrations. In 1921 it is estimated 
that there were approximately 2,196 injuries per 100,000 regis- 


TABLE VI 
EsTIMATED AUTOMOBILE FATALITIES PER 100,000 AUTOMOBILE REGISTRATIONS 
IN THE UNITED STATES, 1921-26 
(BUREAU OF CENSUS DEFINITION OF AUTOMOBILE FATALITIES) 
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: a 100,000 Auto- | Pet 190,000 Auto- 

Mid-Year Automobile Per FIO» O00 “auto- | “mobile Registra- 

Automobil Fatalities per mobile Registra- tions on Basis of 

Year R scree: re atalics per | tions on Basis of =e 
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(Unit, 1,000) Registrations t Li a Line Projection of 

ine Projection by Logarithms of the 

Method of Least | ha by Method 

Squares) $ of Least Squares)§ 
WR acasacess 9,848 112.2 113.6 113.8 
OC 11,351 109.6 109.6 109. 5 
re 13,665 109.0 105.6 105.4 
Bs xi ineecun 16,342 99.8 101.6 IOI.4 
Eee 18,773 97.6 97.6 97.6 
aes 20,928 93-4 93-7 93.8 
Sere Serre errr: Ltr errr Tree 89.7 90.3 
SR isa sadaticcataaulsancedcuwn amc onaemmnat 85.7 86.9 

















* These mid-year registration figures are calculated from the annual total registration figures 
compiled by the United States Department of Agriculture Bureau of Public Roads, and published in 
the Annual Statistical Bulletin of the Standard Daily Trade Service (1927). The mid-year figure used in 
the table is the arithmetic average of the total registration of the preceding year and that of the cur- 
rent year, e.g., the mid-year registration for 1926 is taken to be the arithmetic average of the total 
1925 and the total 1926 registrations. This is based on the assumption that approximately one-half of 
the increase in annual registrations occurs before July 1. 

t See Table I. 

t Standard deviation of calculated figures from actual values equals 1.69 automobile fatalities 
per 100,000 automobile registrations. 

§ Standard deviation of calculated figures from actual values equals 1.77 automobile fatalities 
per 100,000 automobile registrations. 


TABLE VII 


EsTIMATED Non-FATAL AUTOMOBILE INJURIES PER 100,000 
AUTOMOBILE REGISTRATIONS IN THE 
UNITED STATES, 1921-26 











tee Mid-Year Automobile pn eg 
gistrations Registrationst 
S982 .... sa cian 9,848 2,196 
SN. cussudwasiwes 11,35! 2,765 
BS nak eae meen 13,665 2,649 
Ps 6 kethn eo etetin 16,342 2,617 
is 2 at iw ond axing 18,773 2,854 
CS eee 20,928 3,052 











* See footnote *, Table VI. 
t See Table III. 
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CHART V 





RATIO TREND OF AUTOMOBILE ACCIDENT FATALITIES PER 100,000 AUTOMOBILE 
REGISTRATIONS IN THE UNITED STATES, 1921-28 (BASED ON 
ESTIMATED FATALITIES FOR 1921-26) 
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trations. The rate the next year was considerably higher, ap- 
proximately 2,765. Then it began to swing down until 1925. 
During that year it was larger than in 1922, and during 1926, 
according to the available data, the rate was higher than it ever 
was before, over 3,052 injuries per 100,000 registrations. 

The foregoing data, taken as a whole, do not afford very 
much consolation. Automobile registrations have increased very 
rapidly. During the period between 1921 and 1926 they more 
than doubled. The rate of fatalities per 100,000 registrations 
appears to be decreasing at a declining percentage rate. The rate 
of automobile non-fatal injuries per 100,000 registrations ap- 
pears to be more than keeping pace with the increases in regis- 
trations. 


CONCLUSION 


The evidence indicates quite conclusively that the automo- 
bile as an instrument of injury and death has stubbornly defied 
all of the preventive measures now being employed. Other 
causes of death and injury seem to be responding more and more 
each year to the work of public officials, private groups, and ed- 
ucation. But automobile fatalities and non-fatal injuries con- 
tinue to climb at an alarming rate. One is forced to the conclu- 
sion that as long as we have the automobile we shall be subjected 
to a very serious automobile hazard. Moreover, in the near fu- 
ture this hazard probably will be a decidedly increasing one. On 
the basis of the recent past one is tempted to hazard a guess that 
automobile fatalities probably will be increasing arithmetically 
at a constant rate of at least 1,700 per annum during the next 
half-decade, and recorded automobile non-fatal accidents will be 
increasing geometrically at a constant rate of considerably over 
20 per cent per annum during the same period in the near future. 

Some satisfaction can be obtained when one takes cogni- 
zance of the fact that the automobile fatalities appear to have 
changed their rate of increase from a constant percentage to a 
constant absolute amount. Also, some consolation can be had 
from realizing that the automobile fatalities have not kept pace 
with motor car registrations. A grouping of automobile fatalities 
and non-fatal injuries, however, furnishes practically no basis 
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for much consolation. In 1921, according to our figures, the to- 
tal fatal and non-fatal injuries were approximately 227,000. By 
1926 this figure increased to 658,000. In other words, 1926 had 
almost three times as many automobile fatal and non-fatal in- 
juries as 1921. On the basis of all present indications this tend- 
ency to increase is likely to continue for some time to come.” 

Under these conditions and in terms of future prospects it 
is essential that very serious attention be given to other than 
preventive methods of dealing with the economic problems aris- 
ing out of the ever present and rapidly growing automobile acci- 
dents. Prevention work, of course, should be continued and ex- 
panded. No doubt the situation would have been much more 
intolerable than it is now without the employment of existing 
preventive devices. But at the same time the prevention work is 
being performed there appears to be need for the development 
of machinery that will make possible the shifting of most of the 
burden of these automobile accidents both to those who are most 
able to bear the cost and to those who are in a strategic position 
te reduce the number of accidents. Such machinery may well be 
permanently established in view of our past experience with 
these automobile accidents. 

It is worth noting here that one ameliorative method to 
which insufficient attention has been given is compulsory auto- 
mobile insurance. May it not be that the solution to some of the 
most significant economic problems arising out of the automo- 
bile hazard lies in the further development in this field of the 
insurance method of dealing with risks? 


APPENDIX 
AUTOMOBILE FATALITY STATISTICS 


Effective automobile accident prevention and relief work must be 
based on large bodies of accurate and properly classified data of auto- 
mobile accidents. As yet, however, adequate statistics are unavailable. 
Mainly through the efforts of the United States Bureau of Census and 
the supplementary work of the Hoover National Conference on Street 

The estimated total fatal and non-fatal automobile injuries according to 
our data are as follows: 1921, 277,000; 1922, 326,000; 1923, 377,000; 1924, 440,- 
000; 1925, 554,000; 1926, 658,000. 
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and Highway Safety, the National Safety Council, the National Au- 
tomobile Chamber of Commerce, the United States Bureau of Public 
Roads, the Interstate Commerce Commission, state motor vehicle bu- 
reaus, city and state health departments, and insurance companies 
some data are now available on automobile accidents, particularly on 
accidents resulting in fatalities. Much more, however, should be done 
in the way of gathering and classifying data on automobile accidents 
before adequate information will be available for effective accident 
prevention and relief work. More attention should be given to the as- 
sembling of data on non-fatal automobile accidents. And both the ex- 
isting data and the data to be gathered should be classified to subserve 
not only the purpose of aiding further accident prevention work, but 
also the purpose of making possible the forming of judgments with 
reference to the enactment of relief legislation, particularly insurance 
and compensation laws. 











TABLE I 
AUTOMOBILE FATALITIES, 1917-26 

, Automobil , Automobile 

Year Fatalities Year Fatalities 
abd wn da 9,007 1922 13,676 
1918........... 95457 1923 16,452 
sa nees ean 9,825 1924 17,566 
Ea 11,074 1925 19,828 
sswricmeann 12,370 1926 20,819 














Recently, in an attempt to discover the trend of personal auto- 
mobile accidents, it was found that even the total automobile fatality 
figures for the United States’* gathered by various groups did not 
agree with each other. Two main series of figures were discovered. 
On one hand, the National Automobile Chamber of Commerce pre- 
sented in its 1927 edition of Facts and Figures of the Automobile In- 
dustry the body of data shown in Table I.** For the years 1917-24, 
inclusive, these figures are in agreement with those given by the 
Hoover Committee on Statistics of the National Conference on Street 


* The United States Bureau of Census definition of automobile fatalities is 
here used. Automobile fatalities are defined as fatalities arising out of an acci- 
dent in which an automobile was the heaviest vehicle. 


* National Automobile Chamber of Commerce, New York City, Facts and 
Figures of the Automobile Industry (1927), p. 58. The United States Bureau of 
Census definition of automobile fatalities is used here also. 
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and Highway Safety.” According to the footnote to the table pre- 
sented by this Committee the figures were compiled from the records 
of the Department of Commerce, United States Bureau of Public 
Roads, and the National Automobile Chamber of Commerce. On the 
other hand, the National Safety Council issued in Accident Facts for 
1927 the following series of data:** 


AUTOMOBILE FATALITIES, 1923-26 


Year Automobile Fatalities 
1923 : . . : ‘ - 16,489 
1924 ‘ ‘ . . . ‘ - 17,838 
1925 ‘ , ‘ ° . ° - 19,614 
1926* . = ‘ , i + 20,147 


* The 1926 figures are provisional estimates from experience of Metropolitan Life Insur- 
ance Company. Figures for 1925 and prior years are based upon the United States Death Reg- 
istration Area, Bureau of the Census. 

It should be noted that for 1923 and 1924 the National Automo- 
bile Chamber of Commerce’s figures were less than those presented by 
the National Safety Council. In 1923 the difference was 37, and in 
1924 it was 272. For 1925 and 1926, however, the National Safety 
Council’s data were lower. The difference between the two sets of data 
in 1925 was 214, and in 1926 it was 672. Some of these discrepancies 
may not be large, but they seem to indicate a more or less serious sit- 
uation in regard to the possible accuracy of the data. 

Facing this situation, it was decided to obtain data on automobile 
fatalities from as close to the original source as possible. The result is 
presented in Table II. 

It is worthy of notice that our series of data on automobile fa- 
talities differs from the data presented by the National Automobile 
Chamber of Commerce and from that of the National Safety Council. 
Compared to the data presented by the former organization, our fig- 
ures are in every instance smaller. The discrepancies are as follows: 
for 1921, 1,323; for 1922, 1,241; for 1923, 1,548; for 1924, 1,248; 
for 1925, 1,500; and for 1926, 1,159. These differences are rather 
large, averaging over 1,336. In comparing our figures to the latter or- 
ganization, the National Safety Council, it is again found that our 
data indicate lower per annum automobile fatalities. The differences 
shown by this comparison are as follows: for 1923, 1,585; for 1924, 

* 1926 Report of the Committee on Statistics Appointed by the Secretary of 
Commerce, p. 13 (the National Conference on Street and Highway Safety, Wash- 
ington, D.C.). 

™ National Safety Council, Chicago, Illinois, Accident Facts (1927), p. 6. 
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TABLE II 


AUTOMOBILE FATALITIES BY STATES, 1921-26* 
(BUREAU OF CENSUS DEFINITION OF AUTOMOBILE FATALITIES) ** 



































State 1926 1925 1924 1923 1922 1921 

Alabama. . , eacanke Wawa 319 256 173 157 113 90 
0 ee 116 76 68 47 45 2: 
Gs irs sanmek en ewin T117 t107 III IOI 84 74 
Ne oe a watkeuleies 1,464 | 1,327 | 1,254 | 1,239 Q60 876 
a ics uh 175 146 175 170 170 124 
Commoactiont........cescccss 307 340 277 240 216 220 
Delaware. . I i rere 50 37 46 55 2 17 
District of Columbia. ....... 99 89 104 95 79 70 
. jcccchaceeakabwadies 515 449 242 170 122 104 
CS Ci.cnckeknamedanee 414 $386 307 259 215 189 
Es cadce pele nenacaran’s 77 56 54 51 21 18 
OS NR er re 1,391 | 1,305 | 1,092 | 1,031 | 1,003 887 
CL  iiniiacunennechaweies 559 509 480 433 306 266 
id tno an Gaeta 264 271 211 242 194 171 
x kg ware haa eine 241 235 149 213 171 154 
0 Seer rs er 277 237 197 166 128 105 
ER casivaccsvsackes 271 234 210 158 104 97 
Serer 100 98 gl gI 79 56 
Ee 312 271 246 243 224 177 
Massachusetts.............. 682 738 696 466 512 535 
NS co u:i.a:s.as'acn as wala 1,112 955 863 738 574 441 
ee 326 361 366 328 260 216 
0 ere ore 223 175 123 69 60 46 
daca. gs anainiate awe mien 520 507 455 308 317 276 
IR og a tanied Beaty 93 82 69 49 48 48 
NN SY wcretrerse webu 154 125 113 123 131 104 
NG civic mnnad renee seas 15 22 13 12 10 9 
New Hampshire............. 68 82 60 59 49 38 
0 ee ee 792 771 746 672 543 484 
DU. ccs wesineeews 139 144 46 42 35 31 
OSS rrr 1,936 | 1,888 |%1,985 |%1,930 |%1,788 |%1,632 
North Carolina... ............ 455 376 328 258 169 139 
rrr ere 70 68 34 38 24 §29 
eee 1,317 | 1,293 | 1,02 1,078 818 734 
NN oss cd teh giaek ee 286 216 175 156 130 130 
ES ch ccsitadvaudwenwan 187 144 144 120 113 103 
ON Rr ee cre 1,734 | 1,576 | 1,535 | 1,592 | 1,260 | 1,060 
errr ee 127 133 113 07 93 83 
NE Cs 6 cccsse cece 192 179 167 119 76 74 
rer er re 86 §81 §67 §48 §36 $34 
Ro ccucx sens aeoken’ 312 278 232 171 160 134 
. | ee eee 405 437 313 196 203 212 
eee 80 89 81 60 59 53 
i ah hile wiaskh aie 56 63 57 54 37 27 
a aiie iicaiiraneni mn en 303 271 240 200 137 140 
NS he i hisltice. ease bias 342 299 265 240 173 202 
So 4 ae 231 208 129 118 97 85 
Eo cemcaneacetones 384 371 333 252 237 205 
ME S6iceaecapenunrs 56 67 59 51 28 25 

Total for United States. ..|19,560 |18,328 |16,318 |14,904 !12,435 |11,047 

[Footnotes on following page) 
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FOOTNOTES FOR TABLE II 


* Data were obtained from the state boards of health, state departments of motor vehicles, and 
the United States Department of Commerce. Whenever conflicting reports were received from an 
important state, the highest figure was taken to be the accurate one. 


t These statistics were taken from Accident Facts (1927), p. 19, published by the National Safety 
Council, 108 East Ohio Street, Chicago, Illinois. 


t This figure was taken from Re npese No. 10 of the Florida Board of Health, Vol. XVIII, which 
gave the statistics compiled by the Baltimore Railroad (p. 150). 


§ The statistical year in the case of South Dakota started July 1 and ended June 30. The 1926 
figure is corrected for the regular calendar year. 


|| The method of computation used for these estimates (using West Virginia for purposes of il- 
lustration) i is as follows: West Virginia had 231 fatalities in 1926, 208 in 1925, and 129 in 1924. The 
problem was to calculate the figures for 1923, 1922 and 1921, w hich were not available from any official 
source. The 44 state figures available for both 1924 and 1923 were totaled for each year, and the ratio 
of the totals obtained (.91228). This ratio was applied to 129 (the 1924 figure for West Virginia) and 
118 was secured for 1923. Likewise, the ratio of the totals of 44 state figures for both 1923 and 1922 
was calculated (.83603) and was applied to 118 (com uted figure for 1923), and 97 secured as the ap- 
on pen figure for 1922 for West Virginia. Then the ratio of totals—4o state figures available for 

th 1922 and 1921—was computed and 85 obtained for 1921 for West Virginia. The same method 
was employed in getting some of the figures for Arkansas, District of Columbia, Georgia, Nevada, and 
New Mexico. Whenever data for a given year were unavailable it was assumed that the figure for that 
year would follow the general trend of the available data during the same period. 


{ The report of the United States Department of Commerce gives these figures for New York, 
1921-24 inclusive, as conforming to the Bureau of Census definition of automobile fatalities, but an 
analysis of these figures and the 1926 figures from the same source indicates a probable error. Our 
conclusion is that the 1921~24 figures are probably inclusive of fatalities resulting from collisions be- 
tween automobiles and heavier vehicles. This conclusion would explain the change in the trend, the 
“break” in the upward trend in 1925, the first year for which a complete analysis of the figures is 
available. It may be, however, that this discrepancy arises out of a change in definition. 


** This definition excludes fatalities resulting from collisions between automobile and heavier 
vehicles. The most important types of automobile fatalities not included in this definition are those 
involving railroad trains or street cars. Estimated figures for these types of fatalities are presented 
in the following table: 


ESTIMATED FATALITIES RESULTING FROM COLLISIONS BETWEEN 


AUTOMOBILES AND HEAVIER VEHICLES IN THE 
UNITED STATES, 1924-26 

















| 
. Calculated + 
Grade Crossing ss tomate | Fatalities i. ~ | 
Fatalities t Gr 3 | Caused by Coll oY {Total Fatalities 
(American Crossin = | Collisions ~ oy Caused by 
Railway pee between Pecos < Automobiles 
Association Railway Automobiles oa re yu (All Causes) 
Figures): Association )? — Vehicles 
EE rH EE lpm er ere me per 
Ree 0 Ev des enccecenes a b0lle 04s.00000p 5 0emeeestavececess 
1,810 pale dteae Ce Te Eee Meee apy woe 
2,268 eT Sore: HTT aside ae ieee 
2,140 1,688 | 1,139 2,827 19,145 
2,206 1,784 1,204 2,988 21,316 
2,492 2,062 1,392 3,454 23,114 
| 




















t National Automobile Chamber of Commerce, Facts and Figures of Automobile Industry (1927), 
P. 55. 
2 National Safety Council, Chicago, Illinois, Accident Facts (1927), p. 27, and The Toll of Public 
Accidents (1926), p. 29. 

3 The estimated figures in this column were computed by the following method: Several states 
presented separate figures for automobile fatalities involving railroad trains and for those involvi ing 
street cars. By totaling these two sets of figures separately an approximate ratio was established 
tween automobile-railroad fatalities and automobile-street car fatalities, viz., 1.675. By applying 
this ratio to the American Railway Association figures for - — oe fatalities at grade crossings, the 
estimated figure for automobile-street car fatalities was derived 
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1,520; for 1925, 1,286; for 1926, 487. These discrepancies are rather 
large, averaging over 1,219. 

Evidently automobile accident statistics are so inadequate that 
even the measurement of total automobile fatalities in the United 
States is a subject for a scientific conjecture. It is only recently that the 
public has begun to realize the seriousness of the problems arising out 
of the fact that the automobile is an instrument of death and injury. 
At present a number of states are cognizant of the value of automobile 
accident data and have made arrangements to collect, analyze, and 
present statistics on automobile fatalities and injuries. Some states, 
however, either make no pretense of obtaining this type of data or per- 
form the task in such a haphazard and manner that the figures gath- 
ered are incomplete and inaccurate.** 

In obtaining the data on automobile fatalities shown in Table II 
of this Appendix we attempted to make as accurate a conjecture as 
possible. An effort was made to study carefully the statistics presented 
by various sources, with a v’ w of correcting errors, omissions and mis- 
classifications. 

Most of the figures contained in this table have been compiled 
from reports secured directly from the state boards of health and from 
state departme: s of motor vehicles. A third official source relied upon 
to some extent when reports could not be secured directly from state 
departments was the United States Department of Commerce. These 
three official sources furnished practically all of the data presented in 
the table. 

A few exceptions, however, should be noted. As indicated earlier, 
some states have made no provision for collecting automobile accident 
data, and were unable, therefore, to furnish the required information. 
In these cases sources others than those mentioned were relied upon, 
and in some unimportant instances estimates had to be made.** 

In compiling the data from the reports of the three official sources 
it was not an unusual situation to have three reports for a given state, 
each containing a different figure. When such a situation presented it- 
self an attempt was made through further correspondence with the of- 
ficials to discover which figure was the correct one. In some instances, 
however, it was impossible to eliminate these discrepancies. Then a 

* For a summary of accident-reporting methods and rules of state highway 
departments or motor vehicle commissioners, see Part I of the Appendix to the 
1924 report of the Hoover Committee on Statistics of National Conference on 
Street and Highway Safety, Washington, D.C. 

* See footnote || to Table II, p. 198. 
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general rule was followed of selecting the largest figure given by any 
authentic official source. This procedure was based on the assumption 
that it was much more likely that some fatalities in the given state had 
not been reported to ai/ of the organizations collecting such informa- 
tion than that any fatality had been reported more than once to the 
same organization, that discrepancies were more likely to be due to 
omissions rather than to duplications. It seemed, therefore, reasonable 
to choose as the correct observation the largest figure presented by any 
authentic official source. 

In addition to this more or less arbitrary method of choosing the 
“correct” automobile fatality figure for certain states, out of the 294 
figures presented in our table, 4 were taken from the reports of the 
National Safety Council; 1 was taken from a report prepared by the 
Baltimore & Ohio Railroad; 19 were estimated.** These figures, how- 
ever, are relatively unimportant, i.e., they are the figures for states 
having the smallest number of automobile fatalities. 

Why do these rather significant and more or less consistent dis- 
crepancies exist between our figures on automobile fatalities for the 
United States and those presented by both the National Safety Coun- 
cil and the National Automobile Chamber of Commerce? Under pres- 
ent conditions of collecting and gathering data on automobile acci- 
dents it is quite evident that the answer to this question must be based 
somewhat on guesswork. It also should be noted that the bias, in the 
‘ main, is likely to be in the direction of underestimating rather than 
overestimating. 

Nevertheless, these organizations are now employing a method of 
obtaining total automobile fatalities for the United States that is like- 
ly to result in an exaggerated annual fatality figure. They estimate 
the annual automobile fatalities on the basis of the United States 
Death Registration Area. Figures on fatalities are obtained directly 
from this area. Then, by applying the percentage of the total popula- 
tion that is found in this registration area to the directly obtained fa- 
tality figures, an estimate is made of the total fatalities for the United 
States.” Obviously, this method would result in an accurate estimate 


See series of footnotes to Table II, p. 198. 

* States that were not included in Registration Area are as follows: 

States not included during period 1921-25, inclusive, Arizona, Arkansas, 
Nevada, New Mexico, Oklahoma, South Dakota, Texas; states not included until 
1925, West Virginia, Alabama; state not included until 1924, North Dakota; state 
not included until 1923, Iowa; states not included until 1922, Georgia, Idaho, 
and Wyoming (see Statistical Abstract of the United States Census [1926], p. 23). 
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only if the fatalities in the registration area and outside the registra- 
tion area are in the same proportion as the population in the two areas. 
But the proportion probably is not the same. Automobile fatalities are 
closely related to population and automobile registration, and neither 
the density of population nor the number of automobiles registered in 
the registration area is as great as in the rest of the United States. 
Consequently the automobile fatality figures obtained by both the Na- 
tional Safety Council and the National Automobile Chamber of Com- 
merce may be exaggerating the situation. 


S. H. NERLOVE 
W. J. GRAHAM 


UNIVERSITY OF CHICAGO 





COUNTRY BANKING PRACTICES IN 
NORTHERN TEXAS 


I. LOANS AND INVESTMENTS 
A. INTRODUCTION 


N THE multitudinous discussions of the American banking 
system the tendency has been to utilize the practices of the 
larger banks in the money centers of the country as the basis 

for discussion. In consequence relatively little attention has 
been given to banking as conducted in the smaller towns and 
rural communities. This present study of a small group of com- 
mercial banks in northern Texas is designed for this niche in 
banking literature. Major consideration has been given to the 
actual conduct of the affairs of the banks, the policies regulating 
them, and the causes underlying their practices. 

Because the banks serve a territory dependent upon agricul- 
tural production as the chief source of income, their welfare is 
inseparably linked with agricultural interests. Since farm and 
crop conditions are continually changing and are subject to a 
large number of varying factors, such as rainfall, frosts, hail, 
and winds, it is impossible for the banks to form definite plans 
for any considerable length of time of actual operations. For 
this reason it must be borne in mind throughout this discussion 
that no arbitrary rule can be cited as governing the practices of 
the banks at any one time; the policies which are followed vary 
from season to season and from year to year.* 

The population of this territory, exclusive of Fort Worth and 
Wichita Falls, is about 425,000. In the spring of 1926 there were 
168 banks in this region, an average of one bank to 2,500 inhabi- 
tants. Of these banks, 45 per cent are national banks, 43 per 
cent state banks, and 12 per cent are privately organized. Total 
bank deposits vary from $65,000,000 to $80,000,000. None of 


* Data and material for this study have been obtained in large part by the 
questionnaire method, which, it has been believed, presented the most expedient, 
and at the same time the most uniform, plan for the collection of information 
from this number of banks. 
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these banks is in a town of more than 10,000 persons. With the 
depression in the prices of farm products in 1920 and subsequent 
years seventeen banks in this area have either been liquidated or 
consolidated with others. Those small banks which are located 
in communities having no minor or secondary industries and 
which depend on funds from their customers’ sales of crops as 
their chief source of deposits have, as a class, been particularly 
hard hit by the era of low prices. 

This paper deals with the loans of these banks, made both to 
local interests and to other sections, the purchase of securities as 
investments together with the amount of funds thus used, the 
principal legal instruments or methods by which local loans are 
made, the uses to which the proceeds of the loans are put in serv- 
ing the economic interests of the community, the length of time 
for which loans are made and the seasons of maturity, and the 
officials empowered to authorize loans. 


B. ASSETS OTHER THAN LOCAL LOANS 


The primary earning assets of the banks are, of course, their 
loans and discounts, made in large part to local customers. The 
typical banker in this region remarks that his bank is organized 
with the dual purpose of earning dividends for his stockholders 
and of assisting in the economic development and welfare of his 
community. In consequence the prevailing tendency is to grant 
“all worthy and justifiable local loans first.” If there remains a 
surplus of loanable funds then the bank seeks an outside channel 
for earning income. This prevailing tendency is not without its 
many exceptions; there are those who “let their idle funds stay 
in the vault and never make any attempt to loan except to inter- 
ests in the community,” others whose policy is to lend as little 
locally as possible, and still others who “try to take care of 
all legitimate demands but make no effort to create a local de- 
mand.” There are a few banks which lend as little as 30 per cent 
of their total assets to local interests, in which case investments 
in securities and commercial paper and deposits with correspond- 
ents constitute the remainder. 

On the average, the loans and discounts of national banks 
were, at the time of this investigation, 59.5 per cent of the total 
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resources; those of state banks were 63.5 per cent, and those of 
private banks, 61 per cent. A comprehensive idea of the loans 
and discounts of all these banks may be obtained from the ac- 
companying table, showing the number of banks of each group 
under each percentage division of loans, at midsummer, 1926. 


TABLE I 


RELATIONSHIP OF LOANS AND Discounts To ToTAL ASSETS 








Percentage of Total 
Assets Consisting 
of Loans and 
Discounts* 


Number of 
National 
Banks 


Number of 
State Banks 


Number of 
Private 
Banks 





4 4 8 
12 10 24 
20 13 34 
16 13 30 
20 18 42 

3 12 15 
80 or above.... 2 4 9 





_. | ae 77 74 II 162 

















* Loans and discounts, as here used, include principally such items as ac- 
ceptances, drafts secured by bills of lading, bills of exchange, call loans, certifi- 
cates of deposits of other banks, commercial paper, promissory notes, over- 
drafts, real estate mortgage loans, and numerous minor items. 


suptagl oaks toon catpaeite peli, aml aieee te aok ar 
ire eel financial condition by the statement: “Individual responsi- 

It is not to be understood that these percentages remain 
constant throughout the year. The majority of local loans are 
made to mature in the fall of the year, when crops are being 
moved. After the crops have been moved the most of the banks 
find little local demand for funds; they accordingly purchase 
commercial paper, usually in an amount equal to that of the 
maturing loans. A few banks buy no paper, but permit surplus 
funds to accumulate to their credit with their city correspond- 
ents who pay interest on the average daily balances. It is only 
among this latter class of banks, constituting less than 20 per 
cent of the banks under discussion, that any large changes occur 
in the foregoing percentages; their actual loans may become 
quite small during the autumn and winter months, when local 
demands decline. 

A typical plan of procedure in making seasonal purchases of 
comercial paper is outlined by one small bank the loans and 
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discounts of which average around $75,000 throughout the year 
and represent about 60 per cent of its total assets: 

When the farmers pay their notes in October and November the bank 
accumulates a large reserve that must be loaned or invested, so we select 
some high-class commercial paper, say, to begin November 1 and run 60-90 
days. At intervals of about ten days we buy more as we have funds to spare, 
making the maturities due about the first or fifteenth, or periods of ten days 
to two weeks apart, beginning in January and running through the following 
months. We must also keep in mind the summer months, when there are no 
funds coming in. Our first purchase in the fall is usually $20,000, and it is 
made to come due January 1. If we need the $20,000 before any more paper 
comes due, we collect; if we do not need it, we renew it. Or if we need 
$10,000 of it, we keep this amount, and purchase other paper with the re- 
mainder. 

Loans and discounts, therefore, may consist almost purely 
of local loans at one season and may be interspersed with, or 
even replaced by a considerable amount of commercial paper at 
another.’ Of the banks holding commercial paper at the time of 
inquiry, 25 were national banks, 20 were state banks, and only 
two were private banks. The amount held by national banks at 
this time averaged 15.3 per cent of their total assets, while the 
twenty state banks averaged 24.8 per cent, three of which 
showed loans of this type in amounts in excess of 50 per cent of 
total assets. Eleven banks, or approximately 10 per cent, indi- 
cated that paper is rarely, or never, purchased. Five of these 
were private banks, comprising 50 per cent of the private banks 
reporting. 

For the most part this paper consists of issues of leading 
meat-packing companies, mail-order houses, wholesale lumber 
companies, department and chain stores, and manufacturing 

* At the time of this study, which was begun at a season when the amount 
of commercial paper held by the banks should typically have been large, it was 
found that less than 45 per cent of the banks owned commercial paper. Yet 
more than 80 per cent state that such paper is purchased at times when surplus 
funds are accumulating. The situation as of that time may well be explained by 
the fact that a partial cotton and grain failure in the preceding summer and 
autumn held deposits at a low point, and at the same time caused an abnormally 
heavy demand locally for loans to be used in the production of the 1926 crops 
This fact is strikingly brought out by the cashier of a bank in a prosperous rural 
community, who remarks that these two crops, grain and cotton, netted this 
community $325,000 in 1924, and only $65,000 in 1925. 
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concerns of al] kinds, practically all of which are located in the 
North and East, and enjoy a national market for their paper. 
The bank may buy either directly from commercial-paper brok- 
ers, or through city correspondents who may be asked to pur- 
chase paper for the account of the country bank and to whom 
the small bank looks for a thorough check on the rating of the 
paper before the purchase is made. 

There are a few bankers who show some hesitancy in pur- 
chasing commercial paper; they have a preference either for the 
purchase of Liberty bonds, or for the placing of funds on deposit 
with correspondents. Several explanations are offered by the 
banks for this attitude. There exists no convenient market for 
commercial paper by which it can be readily disposed of, where- 
as Liberty bonds can be sold “any day the money is needed”’; 
likewise funds can be easily recalled from correspondents. There 
is, furthermore, inability in some instances to select good grades 
of paper. It is true, as suggested before, that city banks will 
often examine carefully the security behind commercial paper 
before the smaller banks purchase it. “Of course our correspond- 
ent banks and the Federal Reserve bank,” states one cashier, 
“are always very nice to assist us, but they as well as ourselves 
are only human,” with the result that “paper of some good con- 
cerns who have gotten into deep water have carried some of the 
banks of this area into trouble along with the concerns issuing 
the paper.” Since the risk is a factor to be considered in purchas- 
ing commercial paper, and since the paper is usually in large 
denominations, it is practically impossible for the country banks 
to distribute their commercial paper risks as effectively as can be 

* A rather clear insight into this man’s conservative attitude toward com- 
mercial paper may be gleaned from his remarks, which he continues thus: “The 
fact that we [country bankers] do not know much about commercial paper re- 
minds me of driving my car. I prefer to go at a moderate rate of speed in driv- 
ing, and never let the car get beyond my control so that at all times I know just 
how the car is going to perform. So in this matter of investing surplus funds: 
we are surfeited in the fall of the year for some three or four months, busy other- 
wise in collections and adjustments and in the routine affairs of a busy season, so 
that we do not have time to look properly into the question of commercial 
paper; and as our large surplus begins to melt away, we figure that the problem 


is to look after our local affairs rather than try to assist some worthy manufac- 
turer a thousand miles away.” 
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done by larger banks, for the amount of paper which may be held 
at any one time by a small bank is comparatively small. One loss 
in this kind of asset may offset any profits made on judiciously 
placed local loans. Or, as it is aptly phrased by one banker, “we 
find this objection to commercial paper: that our local boards 
[of directors] are not in the least familiar with these offerings; 
that they are offered as a rule in large denominations; that the 
hazards of these notes which generally take the limits of loaning 
capacity are as great as some of our local loans.” This attitude, 
however, is the exception rather than the rule, and the typical 
bank states that it can obtain all the first-class commercial paper 
it is able to use. 

Another element of loans and discounts, although infre- 
quently used by most of these banks, is the bank acceptance. 
There is apparently a lack of familiarity on the part of the ma- 
jority of these banks with this particular type of paper. A few 
use the term “banker’s indorsement” instead. Typically, the 
bank acceptance in that section pays a higher rate than commer- 
cial paper, and yet has the same advantages of liquidation and 
short maturity. Only seventeen banks report that they hold 
bank acceptances, which comprise, on the average, 12 per cent 
of the total assets of the banks holding them. The accepting 
banks are usually in Fort Worth, Dallas, or Wichita Falls, and 
the acceptances are drawn by industrial concerns in those cities. 

A single bank holds its own acceptances as a loan, and this 
is a small national bank having 8 per cent of its assets employed 
in this manner. The amount of acceptances made by banks of 
this area appears to be insignificant.* 

Another alternative available to these banks in disposing of 
their surplus funds is that of investing in securities. Sixty-eight 
national banks of this territory (as of July, 1926) owned bonds 
and securities as investments,° forty-six state banks held similar 


*Texas state banking laws permit bank acceptances only for the “importa- 
tion and exportation” of goods, so that country banks seldom have occasion to 
make acceptances (cf. State Banking Laws, Sec. 228). 

*“Bonds and securities” as here used include assessments in the Guaranty 
Fund for State Banks, bonds to secure circulation, capital stock, Liberty bonds, 
mortgage bonds, and minor items. Classification by H. L. Droegmueller, First 
National Bank, Chicago. 
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securities, while only two of the eleven private banks on which 
data are available held securities, these banks representing per- 
centages of 88.3, 62.1, and 18.2 of each class of banks, respec- 
tively. Of the national banks, bonds and securities formed 10 
per cent of the total assets, while of the state banks bonds and 
securities averaged 7 per cent of total assets. Of the two private 
banks, one had 31 per cent and the other 25 per cent of its re- 
sources thus invested. 

These bonds and securities consist largely of Liberty Loan 
bonds, United States bonds to secure circulation of national 
bank notes, Treasury Certificates, a few miscellaneous bonds, 
and local and municipal warrants. There seems to be a demand 
for Liberty bonds in preference to Treasury Certificates. Only 
twelve of the reporting banks show Treasury Certificates as part 
of their earning assets, and in only two instances is the figure 
above 15 per cent of total resources. As was indicated earlier, 
several of the banks make a practice of buying Liberty bonds 
when there exists no local demand for surplus funds. The rate 
of return is practically the same as that on commercial paper, 
with the risk on the bonds presumably less than that on com- 
mercial paper. A relatively higher percentage of private banks 
purchase government bonds than does either of the classes of 
incorporated banks. 

One bank, which has one-third of its assets consisting of in- 
vestments, states that it recently purchased $10,000‘ of school 
bonds, issued by its local school district, since it happened to 
have available funds. Others buy school, city, and county war- 
rants, usually with a short time to run, though these investments 
represent no well-defined policy of the bank, since there is little 
regularity as to the availability of such paper. 

In the case of the banks holding Liberty bonds, the purchase 
of these securities may be made for two different purposes: either 
(1) to serve as a long-time investment, in which case the bonds 
are held ordinarily until maturity, except for times when finan- 
cial crises create a larger local demand for funds than the banks 
can meet without liquidating the bonds; or (2) as a means of in- 
vesting surplus funds during the autumn and early winter, in 
which case they are liquidated as needs arise during the follow- 
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ing spring and summer. As regards the case of the long-time 
investment, the market prices quoted on bonds largely determine 
the policies of the banks in liquidating them in times of unusual 
need. As regards the possibility of suffering losses on bonds held 
for a short period, the banks voice the feeling that the stability 
of the bonds has reduced this risk to a negligible consideration. 

There are few call loans made by these banks for speculation 
on the New York Stock Exchange. Only ten banks—seven na- 
tional and three state—make loans of this type frequently enough 
to record the fact. Here also the seasonal factor enters; for, as 
one bank points out, call loans may be made only when local de- 
mand is small and local conditions favorable for outside loans. 
The amounts loaned on call are usually small; in all but two 
cases they are 10 per cent or less of the total deposits of the re- 
spective banks. 

An even smaller number of these banks buy trade accep- 
tances. One bank, in the winter of 1925-26, loaned funds to its 
customers who wished to hold their cotton for a more favorable 
market. Time certificates of deposits of other banks are some- 
times bought. Nine banks indicate that they make no other dis- 
position of funds than to leave them with correspondents, sub- 
ject to immediate withdrawal, when there is no local demand for 
them. 

The remainder of the assets of these banks consists of cash 
on hand and due from other banks, items with the Federal Re- 
serve bank, legal reserves with the Reserve bank at Dallas in the 
case of members of the Federal Reserve System, legal reserves 
with various other banks serving as reserve banks for state 
banks, and a host of miscellaneous items consisting principally 
of those elements essential to the operation of the banks. Of 
these resources the only item-earning returns are the deposits 
placed with correspondent banks which pay interest on them. 

As of the spring of 1926, the total resources of each class of 
banks were divided as shown in Table II. 


C. LOCAL LOANS 


The nature of the loans of these banks to outside interests, 
and the type of investments which are made, probably differ lit- 
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tle from those made by banks of other sections. It is in the mat- 
ter of local loans, the instruments used in making them, and the 
purposes to which they are devoted that the characteristics pe- 
culiar to banks of northern Texas are to be found. 
TABLE II 


























Cash and Ex- 
Loans and Bonds and Mi 
Class of Banks Discounts* Securities ye ah Total 
National....... 59.5 13.1 27.4 100.0 
eA 63.4 6.0 30.6 100.0 
Private}....... 61.0 5.0 34.0 100.0 























* These group averages are derived by averaging the percentages of each 
division of resources of eac ch bank, rather than by —o the total amount of 
each division in terms of dollars and then taking the percentages, because of 
simplicity in computation. 

t The division of assets as here shown for national and state banks is based 
on data obtained in the questionnaire. As previously stated, figures given by 
private banks were insufficient. Confusion arising in replying to the question- 
naire by the other classes of banks has added difficulty in obtaining accuracy of 
data on this _ For comparative am, data compiled from the Banker’s 


























Directory (J 1925) are shown herewit 

Loans Securities Cash and Exchange 
DL ctidienceneab wis aebeen 51.6 8.8 30.6 
ER EE Pr 55.4 4.4 40.2 


These figures tend to show the same relative proportions between loans 
and discounts, and bonds and securities, that are indicated in the answers to the 
questionnaire. The items under Cash and Exchange tend to assume relatively 
higher importance as here shown, for this publication lists items in transit to the 
clearing house as assets, rather than showing the net balance between items for 
collection and items to be credited the bank at the clearing house. 


Cp, cqedh to eo tale of eo Gabeata taaes cn io pectantins Gh eee 
inadequate for the purpose. 

The promissory note, with no security and having only the 
maker’s name, is in general use among these banks, though there 
is a decided tendency to limit its use by those banks serving 
purely agricultural interests. One-fourth, or 25.8 per cent of na- 
tional bank loans, are on the average made on the unsecured 
note; while an average of 18.3 per cent of all loans are thus made 
by state banks, and only 11.1 per cent by private banks. The 
varying policies of the individual bankers are the outstanding 
situation with respect to this type of loan. There are banks de- 
pending almost entirely upon agricultural production for their 
continued solvency which permit a large part of their loans to be 
made without security.® Others, located in larger towns and de- 


*The cashier of a small national bank which has 55 per cent of its loans 
made on unsecured promissory notes philosophically explains that “if a borrower 
is determined to be dishonest he will beat you out of a debt, even though secured. 
I would rather loan to a good moral man on his straight note than make a loan 
to a party whom I knew, as we say, to be a ‘hard nut,’ and have security. I try 
to make loans to people I think good, without security.” 
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pendent upon both agricultural and some form of industrial pro- 
duction, loan very little money without security. The character 
of the borrower, his property holdings, his status as a landowner 
or renter, his financial condition’ at the time of the loan, must all 
be weighed by the bank in determining the type of note to be 
used, so that even under similar conditions practices vary from 
bank to bank. 

The supplement to the single-name promissory note—the in- 
dorsed or accommodation note having two or more names—is as 
widely used, though not to as great an extent, as the one-name 
note. National banks make 18.3 per cent cf their local loans in 
this way; state banks, 15.8 per cent; and private banks, 15.2 per 
cent. Private banks show a higher figure of loans made on in- 
dorsed notes than on single-name notes, while national and state 
banks use it to a less degree, though one state bank makes 60 per 
cent of its loans on notes having two or more signatures. Its 
value lies in the fact that it permits the banker to decrease his 
risk by an increase in the financial responsibility of the parties 
signing the paper.® The indorsed note ranks third in order of im- 
portance among the instruments used in making loans among the 
bankers of northern Texas. 

The trade acceptance is little used as the basis for loans. 
Only one state bank holds acceptances as of the time of this re- 
port, the amount constituting 20 per cent of its loans. Five na- 
tional banks loan on trade acceptances to a small extent, for the 
most part during the cotton-moving season, but none of them in 
large quantities. No private bank reports its use. 

Loans secured by mortgages on real estate present a wide 
variation in practices of the banks of that section. Only thirty- 
eight reporting banks make this type of loan. National banks 
have been permitted to loan on real estate only since 1913,” while 


* Only one bank mentions requirement of financial statement for unsecured 
notes. 

* One state bank that fails to indicate the amount of loans made on indorsed 
notes explains that “where notes are made indorsed by other parties, one of the 
two must be worth five times the amount of the note over and above what the 
law allows.” 

*“Any national banking association not situated in a central reserve city 
may make loans secured by improved and unencumbered farm land situated 
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state banks have had this permission since the enactment of the 
state banking act in 1905;*° yet the amount of loans made on 
real estate, both town and rural, by national banks exceeds that 
of state banks. Twenty-five national banks, or 50 per cent of 
those reporting, have loans on urban real estate which average 
5.6 per cent of their loaned funds; eleven state banks, on the 
same class of security, average 8 per cent of their loans; while 
two private banks thus invest 1 per cent of their loans. One state 
bank has 25 per cent of its loans made upon improved urban real 
estate, and is responsible for the high average shown by state 
banks.** On unencumbered rural real estate twenty-nine nation- 
al banks make loans ranging from 2 per cent to 20 per cent of 
their total loans, with the average percentage of 7.1 per cent. 
Nineteen state banks also loan on rural real estate, but in no case 
is more than 12% per cent of the resources of any bank thus 
loaned. The average figure is 5.2 per cent. Five private banks 
average 12 per cent of their loans made on this type of security.” 


within its reserve district, or within a radius of 100 miles of the place in which 
such bank is located . . . . and may also make loans secured by improved and 
unencumbered real estate located within 100 miles of the place where such bank 
is located . . . .; but no loan made upon the security of such farm land shall be 
made for a longer time than five years, and no loan made upon the security of 
such real estate as distinguished from farm land shall be made for a longer time 
than one year, nor shall the amount of any such loan... . exceed 50 per 
centum of the actual value of the property offered as security” (National Bank 
Act, Art. 206). 

* It is worthy of comment that a few bankers are not aware that loans on 
real estate are permitted. One banker, who has 3 per cent of his loans secured by 
real estate, remarks that “national banks are ‘ot allowed to carry real estate 
mortgages except to secure previous debts contracted.” The cashier of a state 
bank which shows 74 per cent of its loans made on real estate, apologetically 
adds that “no bank is supposed to make a real estate loan, but I suppose that 
every bank at some time, or even most of the time, has this kind of paper forced 
upon him better to secure some loss his customer has taken.” 

“State banks have the privilege “of loaning money upon real estate .... 
provided, that no bank . . . . shall loan more than 50 per centum of its securities 
upon real estate; and no such bank shall make a loan on real estate to an amount 
greater than so per centum of the reasonable cash value thereof” (State Banking 
Law of Texas, Sec. 7). 

* A twofold objection is cited to loans secured by mortgages on real estate: 
property in small towns is difficult to sell in case of foreclosure; and the proceeds 
of the loans are usually for unproductive purposes. 
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Regardless of any policies which state banks as a whole may 
care to follow in regard to lending on real estate, the fact that the 
most of them are located in small rural communities where many 
of the borrowers are not realty owners restricts the possibilities 
of loans of this character. Moreover, the owners of real property 
in the smaller towns and villages where land is typically owned 
in small parcels are often prevented by the Texas Homestead 
Laws** from giving mortgages as security for loans. In addition 
to these reasons (the latter of which is, of course, applicable to 
all banks) is the policy of state and national banks of lending 
on unsecured notes to real estate owners who borrow in small 
amounts; for the person who owns land is deemed to have great- 
er financial responsibility and integrity than the typical renter, 
so that within reasonable amounts there is little desire on the 
part of the banker to mortgage his customers’ land. 

But by far the most commonly used method of securing loans 
is the chattel mortgage, which, in the case of farm loans, is placed 
upon live stock (either cows or draft animals), upon crops in the 
process of production (especially cotton and small grains), and 
upon any other articles of value which can be offered as security. 
In the case of loans to persons other than farmers, chattels such 
as diamonds and automobiles are often mortgaged, though not 
nearly to the extent that is characteristic of agricultural equip- 
ment. 

There are probably two reasons for the widespread popular- 
ity of the chattel mortgage as security among the bankers of this 
section, as opposed to any other kind of security. In the first 
place the chattel mortgage legally provides a tangible security 

* The homestead “shall be reserved to every family, exempt from attach- 
ment or execution and every other species of forced sale for the payment of 
debts” (Texas Civil Revised Statutes, Art. 3832). “The homestead of a family, 
not in a town or city, shall consist of not more than two hundred acres, which 
may be in one or more parcels, with the improvements thereon; the homestead 
in a city, town or village shall consist of a lot or lots, not to exceed five thousand 
dollars at the time of their designation as a homestead, without reference to the 
value of any improvement thereon; provided that the same shall be used for the 
purpose of a home, or as a place to exercise the calling or business of the head of 
a family. Any temporary renting of the homestead shall not change the charac- 
ter of the same, when no other homestead has been acquired” (Texas Civ. Rev. 
Stat., Art. 3833). 
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upon which foreclosure may be made in case of non-payment of 
a loan; and in the second place, the fact that loans of this sort 
are made to renters rather than to realty owners indicates the use 
of this device as a means of establishing the moral and financial 
responsibility of the borrower. As noticed earlier, the single- and 
double-name notes are made principally to owners of real estate. 
The owner of real estate is considered a good risk because of his 
permanent or semifixed interests in the community; whereas the 
renter who may move from one community to another without 
much ado is considered a poor risk, and consequently a mortgage 
is taken on his chattels.** Here again banks are restricted by the 
Homestead Law from lending on certain items of property,’® 
so that crops in the process of production often become the lead- 
ing security for this type of loan. 

Whether loans made on chattel mortgages actually place the 
lending bank in a stronger position or not, in so far as security 
is involved, may be seriously questioned. If the property on 
which the mortgage is placed cannot be disposed of to its own- 
er’s advantage, and thus be used to remove the owner’s obliga- 
tion, it is extremely doubtful if the obliging bank can realize the 
amount of its own interests in the property. In the matter of 
liens on crops not yet produced the loan will typically be liqui- 
dated if within the ability of the borrower, and should there be 
failure of the crop, there is no security upon which the bank may 
foreclose.** The moral constraint under which the borrower is 


**A person making a chattel mortgage “shall not remove the property 
pledged from the county, nor otherwise sell or dispose of the same, without the 
consent of the mortgagee; and in case of violation of the provisions of this arti- 
cle, the mortgagee shall be entitled to possession of the property, and to have the 
same then sold for the payment of his debt, whether the same has become due or 
not” (Texas Civil Revised Statutes, Art. 5496). 

* Property for the use of the family is specifically exempted from attach- 
ment or forced sale by Art. 3832 of the Texas Civil Revised Statutes. 

* Too often, when bountiful crops are raised and the farmer might profit by 
his abundant yields, he is required to sell on an early or unfavorable market, as 
the banker frequently desires liquidation of the loan at the earliest moment, irre- 
spective of market conditions. There is nothing, however, in the writer’s knowl- 
edge to substantiate the belief, sometimes expressed, that marketable crops on 
which a mortgage rests are consigned to the bank for sale by that institution, 
which is left free to impair the owner’s residual interest, if there remains such 
above the bank’s equity. 
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placed, and his inability to remove or otherwise dispose of prop- 
erty thus mortgaged without the knowledge and consent of the 
mortgagee, must be the chief value of this security to the bank, 
whether the loan is for productive or non-productive purposes. 

It is interesting to note that national banks, while using chat- 
tel mortgages more than any other one means of securing loans, 
do not use it as much as they use the two kinds of unsecured 
paper considered as a unit. National banks make 40.1 per cent 
of their loans on chattel mortgages, while 44.1 per cent of their 
loans are based on paper bearing one or more names. This is a 
distinct contrast to state banks, which average 55.8 per cent of 
their loans made on chattel mortgages and only 34.9 per cent 
made on unsecured notes. And private banks, apparently exer- 
cising a great deal of caution as to security, loan only 27.1 per 
cent on unsecured paper, while 63.1 per cent of loans are secured 
by liens on chattels. The composite average of loans on chattel 
mortgages for all banks is 47.6 per cent of all loans made locally. 

Of much less importance among these banks, but yet of some 
use among the larger ones, are collateral loans. Because of the 
economic interests of rural communities, few securities are held 
by a bank’s customers; for savings are typically invested in 
property which will further increase production or the returns 
from production. In the space provided for this item in the ques- 
tionnaire used, the cashier of one small bank terseiy remarks, 
“Hardly any here.” But in the larger towns of the district, where 
industrial interests are more important, there are found numer- 
ous banks lending on securities offered as collateral. It is not sur- 
prising, therefore, that national banks have more loans of this 
character and of a somewhat higher value than state or private 
banks; for, as previously suggested, the national banks tend to 
be more numerous in the larger towns of this area. Twenty-four 
banks of this class have loans made on collateral securities," 
which form 6.8 per cent of the loans of these banks. Nine state 
banks have loans similarly made which average 5 per cent of 
their total loans. Two private banks, one of which has 2 per cent 

* Neither state nor national banks are permitted to loan on their own stocks 


for periods greater than six months. No other limitations on collateral ioans ob- 
tain (State Banking Laws of Texas, Sec. 246; National Bank Act, Sec. 5201). 
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and the other 7 per cent of its loans secured by collateral, report 
loans of this nature. But of the entire group reporting, only 
thirty-five, or approximately 33 per cent, use this type of loan. 
Very few of the banks here studied loan on drafts secured by 
bills of lading or warehouse receipts. This fact, however, is prob- 
ably due, not to an established policy of the banking community, 
but to the marketing practices of this territory, in accordance 
with which crops are moved principally with the aid of outside 
capital, i.e., by elevator companies, commission houses, and cot- 
ton-brokers in Fort Worth, Dallas, Wichita Falls, Houston, and 
other Texas cities; or if local funds are used they are usually ad- 
vanced on promissory notes. Since such drafts, if drawn to fi- 
nance shipment of produce, are eligible for rediscount with the 
Federal Reserve bank,** there is no reason for national ban!s 
not using this method of lending if occasion demands, particu- 
larly during the autumn marketing months. Only five banks an- 
swered the questionnaire by giving a definite percentage which 
would show the comparative importance of this loan. Three are 
national and two are state; the amounts mentioned are insig- 
nificant. Several other banks state that small loans are made 
during the harvest season, but mention no specific amounts. 
Likewise, paper drawn for commercial purposes and secured 
by a lien on cotton or cotton-seed products is little used,*® except 
in a few instances during the fall. Fifteen banks show small per- 
centages of loans of this nature, and others indicate some use of 


* “Upon the indorsement of any of its members . . . . any Federal Reserve 
bank may discount notes, drafts, and bills of exchange arising out of actual com- 
mercial transactions” (Federal Reserve Act, Sec. 13); and “may discount or pur- 
chase bills of exchange, payable at sight or on demand, which are drawn to 
finance the shipping of non-perishable, readily marketable, staple agricultural 
products, and are secured by bills of lading or other shipping documents convey- 
ing or securing title to such products” (Act of February 6, 1923). 

* Texas laws specifically authorize state banks to lend on this type of se- 
curity, in addition to the powers delegated state banks to lend on bills of lading 
and warehouse receipts. “All state banks . . . . shall be permitted to loan upon 
cotton and cottonseed products, to the same extent and upon the same conditions 
as is now or may be provided for national banks under the laws of the United 
States” (State Banking Laws, Sec. 245). Though no banking law “was written 
to give state banks the same rights and privileges that might be accorded na- 
tional banks, either by act of Congress or by the Comptroller” (C. O. Austin, 
Texas State Banking Commissioner). 
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it during the cotton-marketing season; the average for five state 
banks is about 14 per cent of their total loans, and for nine na- 
tional banks is about 14 per cent of their total loans, though this 
amount is made abnormally high by one bank having 50 per cent 
of its loans made in this manner. One private bank states that 
sometimes as much as 20 per cent of loans are thus made. 
Presented herewith is a table (Table III) which shows the 
percentage which each type of loan forms of the entire amount 
of local loans of the more than one hundred reporting banks. 


TABLE III 


How THE Locat LoANs oF NoRTHERN TEXAS CouNTRY BANKS ARE MADE 
(SPRING, 1926) 














Percentage of | Percentage of | Percentage of 
Type of Loan Local Loans | Local Loans | Local Loans 
by National 7 State by Private 
Banks anks Banks 
1. Unsecured single-name promissory notes... 25.8 19.0 II.9 
2. Unsecured indorsed promissory notes...... 18.3 15.9 15.2 
BE IIE bac ccinagedenensavece 0.3 0.5 0.0 
4. Mortgages on town real estate............ 2.3 2.1 0.4 
5. Mortgages on rural real estate............ 4.1 2.3 4.9 
6. Notes secured by chattel mortgages....... 40.1 55.8 63.1 
7. Notes secured by collateral.............. 3.2 1.2 0.5 
8. Notes secured by liens on cotton and seed 
i Ghia e ane eee biam aes 3-4 ne 1.8 
9. Notes secured by Bills of Lading and ware- 
Sree: eet: Sreerntes Sanne 











Items 3, trade acceptances; 8, notes secured by loans on cotton 
and cotton-seed products; and 9, notes secured by bills of lading 
and warehouse receipts reach larger averages during the fall 
when crops are being marketed, taking the place of funds loaned 
in large part on chattel mortgages. It will be borne in mind that 
these three items, with 7, notes secured by collateral, are not 
used by many of the banks. But the average for all banks has 
been taken in order to obtain a fairly definite idea of the relative 
importance of each method of loaning. The total of each column 
is not 100 per cent, because in some instances the questionnaires 
were not completely answered. 

The purposes to which these loans are devoted are, of course, 
numerous. Yet the bulk of them tend to center about four main 
divisions: (1) production of farm crops; (2) feeding of cattle 
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for market; (3) purchase of mercantile stocks of goods; (4) 
actual living expenses of the borrower. These four headings com- 
prise the major portion of the uses to which funds are put, be- 
cause they typically represent those loans serving the economic 
interests of this section; though in a few towns in this part of the 
state, loans for production of oil must play some part. The other 
ends served by these loans include personal and miscellaneous 
uses of funds. 

National banks, on the average, make 56 per cent of their 
loans for production of farm crops; state banks average 61 per 
cent of their loans for this purpose; while private banks average 
74.4 per cent for farm production. However, a division of all 
banks into those in towns of more than 800 inhabitants and those 
in towns of less than 800 inhabitants better serves the purpose of 
showing the intimate connection of the smaller town bank with 
agricultural production. Banks in towns having more than 800 
inhabitants loan 50.9 per cent of their funds locally used to 
farmers, while banks in places of less than 800 inhabitants grant 
67 per cent of all loans for this purpose. 

As will be noticed from a comparison of these percentages 
with those of Table III, the greatest number of loans for farm 
crops are made by those banks lending the highest percentage of 
funds on chattel mortgages. State banks place 55.8 per cent of 
all loans on chattel mortgages and devote 61 per cent of all loans 
to farm production; private banks loan 63.1 per cent in the same 
manner, while almost 75 per cent of their loans are used in fur- 
thering farm interests. National banks, using chattel mortgages 
as security for 40.1 per cent of all loans, devote 56 per cent to 
farm use. The latter class of banks, because they are located in 
larger towns, are somewhat less instrumental in helping agricul- 
ture than are the smaller banks. 

The feeding of cattle for market is of less importance in bor- 
rowing, for the cattle industry is quite small in many of these 
communities. Furthermore, this form of live-stock production is 
often financed by cattle commission houses in Fort Worth; par- 
ticularly is this true in the case of cattle shipped into a commu- 
nity from other sections of the state. One national bank says 
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that 35 per cent of its loans are used for preparing cattle for mar- 
ket, and a state bank in a ranching section shows 40 per cent of 
its loans thus utilized; but on the whole, this sort of loan com- 
prises a relatively small part of the funds loaned by these banks. 
Eighteen state banks have loans made for this purpose, which 
average 12 per cent of all loans; thirty-two national banks, aver- 
aging 11.3 per cent of their aggregate loans, lend for this pur- 
pose; while only three private banks show this character of 
loans, the percentages being 10 per cent, 15 per cent, and 25 per 
cent of the total amounts loaned. 

Loans made to merchants with which to purchase stocks of 
goods also comprise one of the uses to which funds are put. 
National banks, because they are located in the larger towns and 
trade centers, devote more of their funds to this purpose than do 
state banks. A state banker, located in a small inland village, ex- 
plains that “the small country-store merchant is a poor risk; 
therefore, we do not cater to that class of loans.” Forty-one na- 
tional banks assist their local merchants in buying merchandise, 
for which purpose 12.4 per cent of their loans are used. Seven- 
teen state banks average 7.5 per cent of their loans for merchan- 
dise, and five private banks average 8.2 per cent of their loans 
for the same purpose. The other reporting banks make no loans 
for financing mercantile goods. 

Another need for bank funds is that of providing the actual 
necessaries of life for the borrower and his family until such time 
as returns from his crops can be realized. Here, again, there is no 
definite line of demarcation between money loaned for the pro- 
duction of crops and that loaned for immediate consumption. 
Many banks state that they make no ioans for this specific pur- 
pose, while some include loans made both for this purpose and 
for crop production under the latter head. Others make no effort 
to segregate the two classes of loans, since funds are used for 
both purposes frequently by the borrower, regardless of the 
avowed purpose at the time when the loan is granted. One bank- 
er avers that making loans for this purpose is “bad business.” 
On the other hand, two state banks and a national bank make 
50 per cent, 43 per cent, and 44 per cent of their loans, respec- 
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tively, for this use, in addition to loans made for crop production. 
Fifteen state banks show an average of 20.6 per cent of their 
loans for this purpose; twenty-five national banks loan for a sim- 
ilar purpose, with an average of 12 per cent of their loans. Four 
private banks average 17 per cent of their loans for living ex- 
penses of the borrower. 

The purposes for which the remaining funds are obtained are 
numerous: such as marketing crops each fall, development of oil 
possibilities in a few towns, and other special uses of seasonal or 
miscellaneous character. No effort was made to ascertain exact 


TABLE IV 


PURPOSES OF THE Locat LoANS OF NORTHERN TEXAS CouNnTRY BANKS 
(SPRING, 1926) 











Percentage of Rescontage of Eescentage of 

Loca! ns a ns a. ns 

Purpose of Loans by National by State by Private 
Banks Banks Banks 
Nias cadacconeeieesceetens 56.0 61.0 74.4 
Feeding of live stock for market............. 7.5 5.4 5.0 
Purchase of mercantile stocks of goods....... 10.6 <2 4.1 
Actual living expenses of the borrower....... 6.0 8.0 7.4 
EE asa cpbkca cise saneeeaeedens 10.9 22.3 9.3 














figures indicative of their importance. Query was made as to 
whether funds are loaned to co-operative marketing associations; 
but because there are in the area few, if any, local associations*® 
of this nature, this type of loan is practically unknown. It is sig- 
nificant that in towns near oil-producing areas typically less than 
50 per cent of the loans of their banks are accounted for in the 
replies to the questionnaire. | 

Table IV shows the average percentage of loans made by the 
banks for the four purposes just discussed. The line between 
loans made for farm-crop production and for living expenses of 
the borrower is vaguely drawn and is purely arbitrary. 

Little success could attend an effort on the part of these 
banks to grant loans in such manner that successive maturities 


* The chief co-operative marketing associations in this section are branches 
of the Texas Co-operative Marketing Association and Farm Bureau, with head- 
quarters in Dallas, where most of the financing of the work of the organization 
is done, 

















COUNTRY BANKING PRACTICES IN NORTHERN TEXAS 221 


would provide a continuous supply of funds. Since, as several 
bankers explain, the majority of the loans are principally for 
agricultural purposes and can only be liquidated in the fall, it is 
impossible to fix the order of maturities at other dates. Typical- 
ly, farm loans are made to fall due in October and November, as 
these months constitute the principal marketing season. Com- 
mercial paper, similarly purchased for late winter and early 
spring maturities, is arranged to keep funds utilized until local 
demand is felt in the spring months. Loans for purposes other 
than crop production may be regulated as to maturity in ac- 
cordance with local conditions and the particular character- 
istics of the individual loan. 

Concerning the authorization of loans by these banks, no 
generally accepted policies are to be found. Practices vary from 
bank to bank, but usually the active officers make loans not ex- 
ceeding certain maximum limits (ranging from a few hundred to 
one thousand dollars) in cases where the character and respon- 
sibility of the person applying for the loan are well known. In 
case of larger amounts and in case of persons less well known, 
applications for loans are passed upon by the president, or a dis- 
count committee, or, in some instances, by the board of directors. 
Among the smaller banks either the president or vice-president 
(if either is an active officer) and the cashier are authorized to 
approve or disapprove a loan, and in case of doubt or indecision, 
they may consult the board of directors. It is not uncommon 
among the larger banks to have two or more active vice-presi- 
dents, who, with the cashier, have individual power to grant loans 
within reasonable limits. 

The discount committee, loan committee, or finance commit- 
tee, as it is variously termed, is composed of from three to five 
directors who meet at certain intervals (depending on the rules 
of the bank or on the amount of business of the particular sea- 
son) and pass upon the merits of the larger loans or investigate 
the responsibility of the person seeking a loan. The advisability 
of the loan may be referred to the board of directors collectively. 

The assistant cashier, in the absence of higher officers, may 
make loans in small amounts, usually not exceeding $200. But in 
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each bank the plan of granting loans depends upon the acquain- 
tance of the various officers of the bank with the people and with 
the economic interests of the community; and accordingly au- 
thority is vested in them in proportion to their experience and 
ability rather than in accord with some general arbitrary rules. 


A. W. Forp 


BRADLEY POLYTECHNIC INSTITUTE 


[To be continued] 

















THE PLACE OF TECHNOLOGY IN THE 
BUSINESS CURRICULUM 





ning been compelled to face certain serious issues not 

encountered by the older and more firmly rooted pro- 
fessional schools of medicine, law, and engineering. The physi- 
cian, the lawyer, and the engineer, each deals with a fairly ho- 
mogeneous subject matter. The boundaries of each of these 
fields are clearly marked, and in consequence it has been a com- 
paratively simple task to draw up a reasonably comprehensive 
educational program for the student who is being prepared to 
take his place in one of these professions. 

Business, by way of contrast, embraces almost all economic 
activity and is as catholic in its interests as the science of eco- 
nomics itself. At one point it is conditioned by biological fac- 
tors; at another psychological influences must be explained; and 
at still another its form is determined by the physical environ- 
ment. To understand its mysteries one must become proficient 
in the use of such tools as accounting and statistical method pro- 
vides. Many of its cherished traditions and practices are to be 
explained only in the light of history and cannot be understood 
until some conception of the evolution of economic institutions 
and ideas has been acquired. Its setting is organized society—a 
society which has found it necessary to establish certain legal- 
istic inhibitions and mandates for its own preservation—and the 
student of business must possess some appreciation of this legal 
structure. The physicist, the chemist, and the bacteriologist 
have also contributed. Business has been profoundly influenced 
by the technological turn which their labors have given to mod- 
ern life. The relation of master and servant, of employer and 
employee, of creditor and debtor, of owner and manager—all 
have been and are being touched by this latter development in a 
manner which the student of business cannot fully comprehend 


(sins ee schools of business have from the begin- 
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until he has gained some knowledge of the technological border- 
lands of his field. 

Much progress has been made in coping with this problem 
of diverse interests. Courses in business psychology have been 
developed. Accounting and statistics, which to the perplexed 
student often have meant little more than a juggling of figures 
according to “rule of thumb,” have in the hands of enlightened 
instructors become indispensable tools of economic research and 
business management. The bond between economics and busi- 
ness has been strengthened, and the orthodox theory courses 
have been redrawn in more realistic proportions to fit the needs 
of the student of business. Law libraries have been invaded and 
their materials have been sifted and reclassified in order to sup- 
ply a suitable legal background for the study of economics and 
business. Seemingly it is only the technological background that 
has been neglected or almost neglected—a rather strange situa- 
tion when the part piayed by engineering science in our modern 
economic organization is remembered. 

In claiming some recognition for technology in the business 
curriculum it obviously is not necessary to propose that we run 
counter to schools of engineering and departments of chemistry 
and physics, or to call into question the methods, content, or 
aims of the technical courses which these fields of thought ordi- 
narily offer. The interest of the social scientist and the student 
of business in this field is different in degree, if not indeed in 
kind, from that of the chemist, the physicist, or the engineer. 
Different interpretations, all correct and useful in their way, are 
placed upon technological developments, and a scientific fact 
means to one student one thing, to another something else, de- 
pending upon the use he can make of it in his chosen field. 

The history of the modern steel industry dating from the 
epoch-making discoveries of Sir Henry Bessemer and others 
about the middle of the last century presents to the metallurgist 
visions of a long series of tedious experiments and triumphs in 
the laboratory by which the effect of various combinations of el- 
ements has been established and the technique of postive control 
so necessary for continuous production of uniform quality has 
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been perfected. To the engineer it suggests perhaps a long list 
of mechanical improvements by which the costs of production 
have been lowered, the standard of quality raised, and the out- 
put increased. The social scientist may perhaps be most im- 
pressed by the fact that this development has given industry a 
most important material of construction. The lack of suitable 
materials which James Watt so much regretted in his day has 
been abundantly supplied, with far-reaching results. To an- 
other may be presented a picture of the struggles of the worker 
to better his condition, temporarily thwarted at every step by 
physical obstacles which engineering science often has been able 
to remove. To still another this development is illustrative of 
the growing importance of overhead costs, increasing the risks 
of management, encouraging continuity of output, and making 
centralized control of the sources of raw material and the pool- 
ing of production facilities inevitable. 

Within the last five years much attention has been directed 
toward certain chrome alloys popularly known as stainless steels. 
To the metallurgist these present an interesting phase of the 
well-known phenomenon that the combination of two or more 
elements under proper conditions will set in motion certain 
chemical interactions often resulting in a material possessing 
properties not observed in any of the constituent elements when 
taken alone. To the engineer these discoveries present the prob- 
lem of economic production and utilization for structural pur- 
poses of a new material, while to the economist they perhaps 
suggest a possible means of escape from the serious waste by 
rust which exacts untold millions from industry each year. 

Experimentation with the acetylene flame and the electric 
arc has opened for the chemist and the physicist an interesting 
field of investigation concerning the phenomena of welding. To 
the engineer and machine designer it has presented the possibili- 
ty of many innovations in manufacturing method and the sub- 
stitution of fabricated steel shapes for castings. To the social 
scientist its chief significance may be indicated by the somewhat 
premature prediction that it ultimately will lead to the virtual 
passing of an entire industry and the destruction or serious 
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modification of the foundry and structural iron workers’ crafts, 
to the elimination of much of the noise nuisance attending build- 
ing construction, and incidentally to the creating of new work- 
ing conditions of uncertain biological effect upon the worker. 

The technology of refrigeration is of obvious significance to 
the bacteriologist, the chemist, and the physicist, and is of con- 
cern to the engineer and the social scientist as well. The devel- 
opments of the future in this interesting field perhaps in large 
measure rest with the chemist and physicist, who must assume 
responsibility for the provision of better refrigerants, but the en- 
gineer will also doubtless play a part by contributing more effi- 
cient refrigerating equipmient, and the achievements of all three 
may in turn be of great interest to the practical economist by 
virtue of their effect upon marketing methods for perishable 
products, and by causing the gradual transfer, already begun, 
of a large sector of the refrigerating industry from the factory to 
the household, and the disappearance of the picturesque ice 
wagon from our streets. 

Such illustrations (which might be multiplied indefinitely) 
serve perhaps to emphasize the fact that the social scientist and 
the student of business, as well as the chemist and the engineer, 
have some interest in technology. Each, it may be, views the 
matter from a different angle and thus is interested in a different 
group of facts, but it is, nevertheless, the same technology. It is 
possible that different interests justify different methods of study 
and presentation, perhaps an entirely different subject matter, 
but this of itself is surely no reason for ignoring it in the educa- 
tional program of a school of business. Nor is it the intention 
unduly to emphasize or overrate the importance of giving stu- 
dents of business some conception of technology at the expense 
of other equally or more essential disciplines. It may as well be 
admitted at the outset that technology, like law, must necessari- 
ly occupy a peripheral or at most a background position in train- 
ing for business. The business executive cannot dispense with 
the services of experts in either of these fields, and the training 
of such expert advisers must be left to schools of law and en- 
gineering. 
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But at the same time there is no need to close our eyes to the 
fact that the business executive for whose training the university 
school of business must presumably assume some responsibility, 
and the student of economics, are often confronted by problems 
possessing technological aspects which they ought by training to 
be able to recognize if for no other reason than that, as is often 
stated, they can discern when expert advice is essential. 

In so far as technology is concerned, recognition of this in- 
timate relationship has been confined to such attention as has 
been given it in so-called production courses, of which one or 
more (rarely more than two or three) appear in most business 
curricula, and which, judging from their titles, are supposed to 
possess a distinct managerial flavor.* These superficial offerings, 
usually even more superficial in fact than the courses ordinarily 
listed by schools of engineering in what may be called purely 


* An examination of the bulletins of schools of business reveals the fact that 
the minority, approximately 20 per cent, apparently offer no courses dealing even 
remotely with technology. In most instances the schools falling in this group 
are comparatively new and do not offer a very pretentious program in any field 
of business. 

The majority apparently offer from one to three courses in the general field 
of production. As examples of the latter group the offerings at Harvard and 
Wharton are listed below: 

Harvard courses in the production field: 

1. Industrial Management (throughout one year, one-fourth of the stu- 
dent’s time). 

2. Manufacturing (considers the history of manufacturing, technique, or- 
ganization, and applications of economics and engineering; one-half year). 

3. Manufacturing Research (field course; one-half year). 

At Wharton: 

1. Resources and Industries of United States (geography). 

2. Manufacturing Industries in the United States (3 hours. Apparently 
largely geographical). 

3. Industrial Management (3 hours; 1 semester). 

4. Field Work in Industry (3 hours; 1 semester). 

5. Industrial Research. 

A possible exception to the usual program may be represented by those few 
which offer a course similar to that listed under Commerce at the University of 
North Carolina, entitled, “Resources and Industries.” This course as described 
is “a geographical, technological, and economic study of resources and com- 
modities, together with a brief outline of the most important processes of basic 
industries (5 hours; throughout 1 year).” This description may, of course, mean 
much or little. 
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business subjects,” have seemingly often had as their purpose lit- 
tle more than the forestalling of possible criticism that one im- 
portant department of business was ignored in an otherwise more 
or less complete functional scheme of administrative courses. 

Few would contend, and least of all those responsible for the 
courses themselves, that the subject matter presented in even 
the most pretentious programs in the production field is an ade- 
quate training for future executives in the production depart- 
ment of a manufacturing enterprise. This, no doubt, is some- 
what in contrast with the aims and pretensions of usual offerings 
in accounting, finance, marketing, and personnel. The array of 
courses in these functional fields presumably is sufficiently com- 
prehensive to justify the belief that when pursued conscientious- 
ly an adequate preliminary training will have been acquired by 
the student, who in consequence may be expected to make the 
most of his apprenticeship years in business. It is true that the 
opportunity for study offered by a single functional field is not 
considered adequate even for the specialist, and hence the stu- 
dent is discouraged from confining his inquiries to his specialty 
alone, and is expected to register for a certain minimum of re- 
quired orientation courses in all fields. The latter requirement 
supposedly owes its origin in part at least to the assumption that 
he cannot fully appreciate his own field until he understands 
something of the problems of related fields, and apparently it is 

?From an examination of engineering school bulletins the offerings in busi- 
ness training may be summed up as follows: (1) A few, less than one-fourth, 
seemingly offer no courses in business subjects. (2) The majority offer some 
courses of this nature, usually two or three. Of these the offerings at the engi- 
neering school at Johns Hopkins may be taken as fairly typical, including: (a) 
Political Economy 1 (3 hours; during the Junior year). (6) Production Meth- 
ods (5 hours; 1 semester; Junior year). (c) Industrial Organization and Con- 
tracts (3 hours; 1 semester; Senior year). (3) A few who offer a combined en- 
gineering and business course. 

Examples of this plan are: (a) The five-year combined engineering and 
business administration course at Harvard leading to the degree of B.S. in En- 
gineering and B.A. Approximately three-fifths of the fourth and fifth years is 
in business. (b) The four-year Engineering Administration Course at Massachu- 
setts Institute of Technology, in which approximately one-fourth of the time in 
the second, third, and fourth years is given to business subjects. (c) The com- 
bined five-year course at the University of Cincinnati, in which the major em- 
phasis is on business. 
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this valid contention which is the chief justification for such 
courses as are offered in the production field in the typical busi- 
ness curriculum. 

These are designed not to train future production execu- 
tives, but merely to give some conception of the problems of the 
production manager to the student whose major interest may lie 
in accounting, finance, personnel, or marketing, thereby ena- 
bling him better to understand the interfunctional relationships 
of his own field. To the writer this seems a perfectly justifiable 
view of production courses in the business curriculum. The spe- 
cialist in the production field often requires a very technical 
background which scarcely can be acquired except by an inten- 
sive engineering course, and in consequence industry must prob- 
ably continue to draw its most likely recruits for the production 
department from the engineering school.* 

If this thesis is acceptable, namely, that it is the function of 
our courses in technology or production primarily to supplement 
the training of prospective accountants, specialists in marketing 
or finance, or personnel administrators rather than to offer op- 
portunity for specialization in the production field itself, it ap- 
pears that a thorough canvas of what will best forward these 
ends ought to be made. It would seem that the adequacy of what 
has as yet been attempted in schools of business in the way of 
study of production or technology is open to serious question. It 
is probable that rarely, if ever, does the student gain either a 
comprehensive understanding of the really important aspects of 
production management or a sufficient appreciation of technolo- 
gy to recognize an engineering problem when he encounters it in 
his own field. 

Nor is it fair to lay the entire blame for this defect at the 


* There is, of course, the possibility that certain strategically located schools 
of business might eventually perform a useful service to industry by offering a 
program of graduate courses designed to enable the engineering school graduate 
to supplement his technical background with an intensive training in business 
with the major emphasis on production management preliminary to assuming 
his place in industry. By so doing schools of business would be co-operating, not 
competing, with the engineering schools after a fashion which in some respects 
might prove superior to the combined business and engineering courses already 
mentioned which presumably aim at the same result. 
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door of the instructor or to conclude that the subject matter 
ordinarily presented is irrelevant. The writer firmly believes 
that there is a place for a course in production management in a 
scheme involving the organization of managerial courses on a 
functional basis. But we must not expect too much from such a 
course. It is probable that in no other field is the instructor con- 
fronted at the beginning of a course by a group of students who 
through no fault of their own have so scant a factual background 
on which to base a discussion of managerial problems or depart- 
mental techniques. More often than not the student has never 
been inside a factory. Little of an exact nature is known con- 
cerning the characteristics and properties of materials and com- 
modities. Seldom does he have even the faintest conception of 
technological processes and methods of manufacture in our most 
important industries. The function of common types of ma- 
chine tools and mechanical devices, their peculiar characteris- 
tics, and the limitations they place on manufacturing operations 
are understood scarcely at all. And yet with this background, or 
rather lack of it, instructor and student supposedly proceed to 
discuss the problems of production management. 

The remedy for this embarrassing situation clearly lies in 
providing the student with some previous acquaintance with this 
technological background. In aiming at this it is important that 
we bear in mind that such studies are undertaken, not merely as 
stepping-stones to the courses in production management, but 
also as means of providing certain tool-knowledge of value to all 
students of business. Such studies, which should presumably 
come very early in the undergraduate program, might possibly 
deal with the following: 

I. The scientific background of technology. Consideration 
of the natural sciences which form the background or source of 
all technological activity and an explanation of their relation to 
manufacturing. 

II. Basic technological processes and means. Considered 
from three angles: (a) Raw materials or natural resources. 
() Basic processes, which are in reality the application of prin- 
ciples formulated by the chemist, physicist, and bacteriologist. 
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(c) Tools, which are the mechanical means employed in apply- 
ing the basic processes to the transformation of resources into 
usable goods. 

III. Applications to specific industries with particular em- 
phasis upon the resulting commodities of commerce. An attempt 
to classify industries both as to the thing accomplished, the com- 
modity, and the method employed in accomplishing it. An ex- 
planation of how the methods and means considered under II 
are utilized in the production of finished commodities. 

This outline is elaborated in Chart I, in which the three main 
divisions just mentioned are shown in parallel columns. The 


CHART I 
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TECHNOLOGY OF PRODUCTION 
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first, which merely lists the natural sciences upon which tech- 
nology is based, may perhaps be taken for granted on the as- 
sumption that the student probably has had some introduction 
to these sciences in his secondary-school preparation or in pre- 
vious collegiate courses. At most, this section of the inquiry 
might be confined to a series of lectures or readings on the rela- 
tion of science to industry. 

The second section attacks the subject matter from three es- 
sential angles. The first, dealing with natural resources as elabo- 
rated in Chart II, and representing applications of geography, 
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botany, geology, and closely allied sciences, might possibly con- 
sist of an investigation of such matters as the relative importance 
and significance of leading resources, their natural origins, the 
influence of this natural distribution upon the development of 


CHART II 
CLASSIFICATION OF Basic RAW MATERIALS REFERRED TO IN CHART I 
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our transportation and marketing agencies, and in turn the in- 
fluence of existing transportation agencies upon their utilization, 
existing property rights in these resources, their influence upon 
past and probable future trends of industrial development and 
localization, and kindred topics of obvious interest to students 
of business. 
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CHART III 


CLASSIFICATION OF Basic TECHNOLOGICAL PROCESSES REFERRED TO IN CuartT I 
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The second subsection represents an attempt to classify and 
trace the scientific origin of basic technological processes, as in- 
dicated in Chart III. Many of these processes, it will immediate- 
ly be noted, are common to widely different industries. By pre- 
senting them thus as basic scientific applications rather than as 
incidents in the manufacturing processes of specific industries 
it is felt that the scientific background of all industry may more 
readily be grasped, and at the same time much repetition can be 
avoided when a study of the nature of specific industrial proc- 
esses is undertaken in section IIT. 

The third subsection deals with a classification of the tools 
of industry, as shown in Chart IV. In this part of the study the 
function and operating characteristics of typical mechanical de- 
vices, their general significance and the extent to which they 
supplement human labor, their limitations, and the new prob- 
lems which their utilization has introduced for employer and 
employee might possibly be presented. 

Section III suggests the possibility of applying all three ele- 
ments appearing in section II to specific industrial situations, 
with particular emphasis upon their influence with respect to 
properties and characteristics of commodities which form the 
subject matter of commerce. A possible classification of indus- 
tries is presented in Chart V. 

While the results achieved in any course of study must al- 
ways in large measure rest with the instructor, it is believed that 
this method of attack may possess the following merits: (1) It 
would give the student (who may be expected to have had little 
previous contact with the physical sciences) some conception of 
the fundamental relation of these sciences to technological proc- 
esses. (2) It would give him an orderly and somewhat compre- 
hensive view of basic manufacturing processes and their applica- 
tions in specific industrial situations. (3) The conception thus 
secured would give him an insight into the properties and char- 
acteristics of the commodities of commerce, which is, of course, 
one aim of the discipline. 

The writer is frank to admit that in making these sugges- 
tions he may have been too much influenced by his notions as 
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CLASSIFICATION OF INDUSTRIES REFERRED TO IN CHART I 
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to what might constitute an adequate background for a serious 
study of production management, and in view of the limited 
function of such studies in the business curriculum many may 
feel that it is proposed to “drag in’ much material which has 
little place in preparation for business. If, indeed, this factual 
background has no significance except as partial preparation for 
attacking administrative problems of production, this conclu- 
sion is probably correct. But is this necessarily the case? 

Many profess to see a very close relation between the char- 
acteristics of commodities and many problems of marketing. 
The same is also true, to some extent at least, regarding trans- 
portation. It requires no great stretch of imagination to conclude 
that the nature of manufacturing processes and the equipment 
employed might be closely related to many problems arising in 
connection with the financing of an enterprise. The same may 
possibly be true of many problems of valuation and cost alloca- 
tion which confront the accountant. And many of the relations 
between employer and employee with which the personnel ad- 
ministrator deals certainly are influenced by the factory environ- 
ment amid which these relationships must be maintained. If any 


light may be thrown on any of the problems in these fields by 
providing some such factual background which is at present 
often ignored, the case for such an experiment is obviously great- 
ly strengthened. 


W.N. MitTcHELL 


University oF CHICAGO 





THE FORMATIVE PERIOD OF HIGHER COMMERCIAL 
EDUCATION IN AMERICAN UNIVERSITIES 


N DISCUSSING commercial education, Sir William Ashley 
described the movement for business education in the uni- 
versities as “quite certainly the largest of the waves passing 
over the American Universities” and offered as a reason for the 
movement the force of public opinion which deems it a function 
of the university to serve the needs of the community. Once that 
function is accepted as legitimate, the institution for higher 
learning cannot ignore the great field of business in a country 
where “business bulks more largely in men’s thought than in an 
older country.”* The movement for collegiate business educa- 
tion may well be considered a “wave” in the United States, if 
quantity and rapidity of development be the criteria. But the 
movement has a more permanent place in the educational world 
than such a term might imply. Originating as it did to meet a 
pressing need, growing to the size that it has, supported as it is 
not only by the experience of this country but of European na- 
tions as well, it cannot wisely be treated as a passing fad soon to 
be replaced by some other kind of educational experimentation. 

“All professional schools seem to have been founded on rec- 
ognition of the need for organized educational provision as a 
substitute for earlier exclusive reliance on apprenticeship ar- 
rangements.”” In the case of the older professional schools such 
as those of law and medicine, the transition from apprenticeship 
to university affiliation was frequently and indeed usually made 
through an intermediate stage in which proprietary-commercial 
enterprises were the characteristic form of organization. Mr. 
Flexner, in his survey of medical education made in 1910, recalls 


*Sir William Ashley, Commercial Education (London: Williams & Nor- 
gate, Ltd., 1926), p. ror. 

? Roswell C. McCrea, “Economics in the Business Curriculum,” Journal of 
Political Economy, XXXIV (1926), 219. 
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this unfortunate period in the history and early development of 
medical education in the United States. He refers to the estab- 
lishment of schools of medicine in connection with the Univer- 
sity of Pennsylvania, King’s College, Harvard, Dartmouth, all 
near the close of the eighteenth century, and at Yale in 1910. 
He says: 

But with the foundation early in the nineteenth century at Baltimore 
of a proprietary school, the so-called medical department of the so-called 
University of Maryland, a harmful precedent was established. Before that 
a college of medicine had been a branch growing out of the living university 
trunk. This organic connection guaranteed certain standards and ideals, 
modest enough at that time, but destined to a development which medical 
education could, as experience proved, ill afford to forego Since that 
day medical colleges have multiplied without restraint, now by fusion, now 
by sheer spontaneous generation.* 

There are three reasons, perhaps more, why collegiate edu- 
cation for business has not experienced and will not experience 
the misfortunes of this “spontaneous generation.” In the first 
place, education for business at the higher level, being compara- 
tively recent, has been afforded an opportunity to benefit by the 
experience of the older professions. Those who have organized 
schools of higher business education have known in general 
terms the history of the earlier professional schools and have 
been predisposed to university affiliation from the outset. The 
university authorities, on their part, have had the same predis- 
position for precisely similar reasons. 

In the second place, the university has become firm y estab- 
lished, and although higher education is, fortunately, not stand- 
ardized nor free from experimentation, it is, nevertheless, no 
longer in the pioneer period of its development as it was when 
medical education first became a part of it. The living trunk of 
the university is now better able to bear the branch of commer- 
cial education and is able to bestow upon it the standards and 
tradition which the years have brought. The Graduate School of 
Business Administration at Harvard, for example, was estab- 
lished 271 years after the foundation of the original university 


* Abraham Flexner, Medical Education in the United States and Canada 
(report of the Carnegie Foundation for the Advancement of Teaching), 1910. 
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and 125 years after the establishment of the Harvard Medical 
School. 

In the third place, it has so happened in the development of 
business education that the proprietary-commercial institution 
has occupied itself with the quite technical and subordinate as- 
pects of the work. In business education, the schools and so- 
called “colleges” with proprietary-vocational aims preceded by 
fifty years the establishment of the first business school of col- 
legiate grade, and they have served and will continue to serve a 
purpose quite different from that of the collegiate school. The 
“commercial colleges” of the well-known type, privately owned 
(and later the commercial courses of the public and private high 
school), have met a very pressing demand by offering such too] 
subjects as shorthand, typewriting, bookkeeping, business Eng- 
lish; and have specialized in preparing clerks, bookkeepers, 
stenographers, and typists for entrance into business. 

This situation has made it easy and natural for the univer- 
sity and collegiate school of business to focus its attention more 
on professional and social ends; to place an emphasis upon deal- 
ing with the complicated social organization in which the busi- 
ness man does his work; to accept as its objective the training of 
persons with a social point of view for executive and professional 
positions in business.* Of course, an organization which accepted 
such an objective could be easily and naturally absorbed into the 
university system. This situation and the reasons mentioned 
earlier have brought it about that few American collegiate 
schools of business have been founded except in connection with 
a college or university. 

Thus far it has appeared that the development of higher edu- 
cation has been of such a character as to enable the collegiate 
school of business to become an integral part of the educational 

*The graduates of these schools must expect to begin in subordinate posi- 
tions not unlike those held by the graduates of the proprietary vocational school; 
but ultimately the former will become responsible executives or professional men 
or technical experts, such as accountants and statisticians. Entrance into the 
business world is in no way dependent upon certification or graduation from a 
school of business. But the graduate of a collegiate school of business, it is be- 


lieved, finds himself better fitted to meet and solve the problems of the social, 
industrial, and commercial organization of the day. 
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system with a minimum of friction and difficulty. It remains to 
be noticed that the character of economic development has been 
such as to create a real need for this type of education. 

We have come a long way from the days of the craft system 
when a young man desirous of entering a business served as an 
apprentice to a master-craftsman, living in the master’s home 
and working with him until he knew the business completely. 
The business of that time was operated on so small a scale that 
the master could give his personal attention to the instruction of 
the apprentice along technical, social, political, and cultural 
lines; and, on the other hand, business of that type could readily 
be learned under the apprenticeship system. The productive 
processes involved were simple and of an easily learned tech- 
nique; the market was narrow, local, and readily understood; 
the social relations were simple and much ruled by custom. A 
person of ordinary intelligence could readily learn by doing. 

How all this was changed after the opening of the modern 
era is one of the commonplaces of history. New worlds were 
opened up; the ocean became a source of communication. For- 
eign trade was greatly expanded, preceded by a continually pro- 
gressing and increasingly efficient domestic trade. This wider 
market caused an increased demand for goods which could not 
be met by the simple and slow production of the craft system. 
Labor-saving devices resulted; inventions brought about a tran- 
sition from a hand to a machine process, and with the introduc- 
tion of power-driven machinery, there was a transition from a 
domestic to a factory system of production. The new type of 
business did not lend itself to an apprenticeship system of train- 
ing. “Apprenticeship was divested of its educational features 
both trade and civic as a result of the Industrial Revolution. 
. . . . Theapprentice found himself a wage-earner with greater 
freedom, greater opportunity, and greater danger as his lot. The 
tasks of the employer were becoming more and more exclusively 
those of the business man, his immediate concern buying and 
marketing rather than craftsmanship.’” 


*Paul H. Douglas, American Apprenticeship and Industrial Education, 
“Columbia University Series,” XC (1921), 54. 
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Looking back from the vantage point of a century and a half 
of history, it is evident that technical education rose, in part, to 
meet the situation which resulted from the breakdown of ap- 
prenticeship. France and Germany preceded the United States 
in the establishment of technical schools, our first being founded 
in 1802 at the United States Military Academy at West Point. 
In 1824 the Rensselaer Polytechnic Institute was begun, largely 
as a manual-labor school. In 1846 the United States organized a 
college for naval engineering at Annapolis, and in 1861 the Mas- 
sachusetts Institute of Technology was founded.*® The next year 
technical education in America received a tremendous impetus 
through the passage by Congress of the Morrill Land-Grant-Col- 
lege Act which provided for the creation of colleges of engineer- 
ing, agriculture, and military science, in each of the states. 

So also, the breakdown of apprenticeship is, in part, respon- 
sible for the rise of educational institutions to give training in 
marketing and internal business administration. The need for 
such institutions was first reflected in a literature dealing with 
the keeping of books and accounts. The trade and commerce of 
an earlier day had resulted in developing in Italy a considerable 
body of practices and literature in commercial law, business or- 
ganization, bookkeeping, and banking; and it was from Italy 
that England and the other countries of Europe learned their 
early lessons in commercial education. “Accounting, like com- 
mercial arithmetic, appears to have had its beginning in Italy. 

. Very good records have been found which were kept by 
Venetian merchants early in the fourteen hundreds, and from 
Italy came the first textbooks which carried a knowledge of book- 
keeping and accounting to the business men of other lands.”” 

The first English treatise on this subject seems to have made 
its appearance in Edinburgh in 1736. The book, by John Muir, 
was entitled Bookkeeping Methodized: A Methodical Treatise 
on Merchant Accounts according to Italian form. In 1760 a 


*E. P. Cubberley, The History of Education (Houghton Mifflin, 1920), 
p. 298. 

* Marshall and Lyon, Our Economic Organization (Macmillan, 1921), pp. 
60, 100. 
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sixth edition appeared with an Appendix containing, as the Pref- 
ace puts it, ““A vast amount of useful information for the benefit 
of the young merchants, who trade to, or settle in Virginia and 
Maryland, exhibiting at great length the commerce of those 
colonies with the method of keeping accounts used by the store- 
keepers there.” An even more interesting book appeared in the 
year before Muir brought out his sixth edition, the title-page of 
which reads, “The Modern Elements of Numeral Arithmetic, 
containing so much of common and decimal arithmetic as is 
necessary to perform the various calculations of the Compting- 
House and the Custom-House with the greatest ease and dis- 
patch together with the demonstration of the Theory and 
Practice of the several branches of Commercial Arithmetic so 
disposed as to suit the convenience and capacities of children.” 
The book contains chapters on “Fellowship,” “Custom and Ex- 
cise,” and “Tret and Tare,” which is defined as “that process by 
which merchants compendiously find and deduct their allowance 
and commissions.”* The first American publication was in Phila- 
delphia in 1789, a book by Thomas Dilworth entitled The Young 
Bookkeeper’s Assistant.° 

Turning from this literary manifestation of the need of for- 
mal commercial education to the actual establishment of schools 
—as indicated earlier, the first schools were of the proprietary- 
vocational type designed to prepare for the routine positions in 
business. The first such school in America was organized by Mr. 
Benjamin Foster, who advertised as “a Teacher of Writing and 
Bookkeeping, Author of the Counting House Assistant, the Mer- 
chants’ Manual, the Penman’s Guide and System of Penman- 
ship.””° In 1840 the Hartford Commercial Academy was found- 
ed,” and by 1853 there was in operation “a chain of business 
colleges which was headed by H. B. Bryant and H. D. Spencer. 
Before ten years had elapsed more than fifty schools were work- 
ing under one management.”** The great demand for persons 

*C. C. Reigner, “Beginnings of the Commercial Schools,” Education, XLII, 
133-35. 

* Ibid., p. 135. * Ibid., p. 136. * Ibid. 

* Frederick W. Roman, The Industrial and Commercial Schools of the 
United States and Germany (Putnam, 1915), p. 246. 
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who had command of the humbler business techniques warranted 
the development and rapid spread of these “commercial col- 
leges.” Edmund J. James, a pioneer in commercial education of 
collegiate grade, said in his monograph on Commercial Educa- 
tion written in 1899: 

If the average American were asked what opportunities exist in the 
United States for training toward a business career, his immediate and un- 
hesitating answer would refer to the “commercial college,” and probably to 
that alone. This institution is peculiarly American; nothing exactly like it is 
known in other countries. It embodies the defects and excellencies of the 
American character, and typifies in itself a certain stage in our development. 
Its almost spontaneous origin, its rapid and wide diffusion, its rough adap- 
tation of primitive material to the satisfying of immediate and pressing 
needs, its utter disregard of all save the direct answer to current demand, 
and then gradually its recognition of present inadequacy and its determina- 
tion toward broader, fuller usefulness, these characteristics of the commer- 
cial college mark it as essentially the product of a young, eager and gradually 
maturing people. .... The man who first noted a need for business in- 
struction waited not to formulate the problem and to discuss the solution, 
but bent himself straight-away to furnish the opportunity and to meet the 
demand. 

The private, elementary, unendowed, unassisted and uninspected edu- 
cational undertaking, performed a very important function in our American 
educational system. They set out to give the girl or boy, man or woman who 
desired to secure a position as clerk or bookkeeper just such assistance as 
was needed to prepare for such work... . . That it did this work well at 
least to the satisfaction of its pupils is sufficiently attested by the hundreds 
of thousands of people who have attended the schools.** 


For a long time the private institution held practically a 
monopoly in this field. Toward the close of the nineteenth cen- 
tury, however, commercial instruction was offered in the Amer- 
ican public schools, again as a result of the demand for this type 
of training. The instruction was at first quite meager, both in- 
structors and materials of instruction being largely secured from 
the private “business colleges.” Later, commercial departments 
formed a recognized division of most high schools; and by 1913 
many of the larger cities maintained separate high schools of 


* Edmund J. James, Commercial Education, “Monographs on Education in 
the United States” (ed. Nicholas Murray Bui ler, 1899), pp. 5, 17. 
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commerce.'* These divisions and schools in the public education- 
al system, together with the private “commercial college,” have 
played and will continue to play their part in American business 
education. 

The collegiate school of business is but a later and more ma- 
ture manifestation of an institutional response to the need of 
formal educational preparation for business. “As the industrial 
life of the nation has become more diversified, its parts narrower, 
and its processes more concealed, new and more extended train- 
ing has been called for to prepare young people to meet the in- 
tricacies and interdependence of political and industrial and so- 
cial groups and to point out to them the importance of each one’s 
part in the national and industrial organization.”*’ The prevail- 
ing attitude with reference to the function of collegiate or uni- 
versity education made it easy to associate this more extended 
training with the university. There are in the United States to- 
day nearly two hundred of these schools or departments operat- 
ing in conjunction with as many colleges and universities. In 
spite of the fact that there is great diversity in the organization 
of these schools, their common purpose is to prepare persons for 
entrance into the business world. 

The first definite proposal for a school of business of colle- 
giate grade in America seems to have been in 1869.*° The Higher 
Institute of Commerce at Antwerp claims to be the first com- 
mercial college in the world and dates back to 1852."" “The sec- 
ond, in order of time, is that of Mulhause, in Alsace; and the 
higher school at Venice is the third and was established in 
1868.”"* Until recently it has been thought that the first pro- 
posal for a school in America came in 1881 from Mr. Joseph 
Wharton; but a manuscript of a report of President Robert E. 

* James J. Sheppard, “The Place of the High School in Commercial Edu- 
cation,” Journal of Political Economy, XXI, 2009. 

* E. P. Cubberley, op. cit., p. 791. 


* C. S. Marsh, “General Lee and a School of Commerce,” Journal of Po- 
litical Economy, XXXIV (October, 1926), 657. 


"Sir William Ashley, op. cit., p. 126. 


*S. C. Longobardi, “Higher Commercial Education in Italy,” Journal of 
Political Economy, XXXV (February, 1927), 39-91. 
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Lee to the trustees of Washington College (later Washington 
and Lee University) has been found, and it appears that on Jan- 
uary 8, 1869, he recommended the establishment of a school of 
commerce at that institution. Since Washington College at that 
time had in its preparatory department a business school teach- 
ing penmanship and bookkeeping, the recommendation of Pres- 
ident Lee was for a course “much more advanced.” In his report 
to the trustees he says: 

In recommending a Commercial School, it is proposed not merely to 
give instruction in bookkeeping and the forms and details of business, but 
to teach the principles of commerce, economy, trade and mercantile law. 
Such a school may with great advantage be added to the schools of the col- 
lege, as many students may, by its means, prepare themselves for business 
pursuits while obtaining such scientific and literary culture in the other 
schools as time and opportunity may allow.?® 

President Lee died in 1870, and the school of commerce as 
he proposed it was not put in operation. The present School of 
Commerce at Washington and Lee University was not estab- 
lished until 1906. 

The first collegiate school of business to be established in the 
United States was the Wharton School of Finance and Econ- 
omy.*’ This school was founded in 1881 through the generosity 
of Mr. Joseph Wharton, a Philadelphia merchant and manufac- 
turer, who gave to the University of Pennsylvania the sum of one 
hundred thousand dollars in order to establish a department in 
that institution for higher commercial training. The object of the 
school was “to provide for young men special means of training 
and of correct instruction in the knowledge and in the arts of 
modern Finance and Economy, both public and private, in order 
that, being well informed and free from delusions upon these im- 
portant subjects, they may either serve the community skillfully 
as well as faithfully in offices of trust, or, remaining in private 

* C.S. Marsh, op. cit., pp. 657-59. 

In the Appendix there are reproduced pages from the initial circulars of 
The Wharton School of Finance and Economy at The University of Pennsyl- 
vania; The College of Commerce and Administration at The University of Chi- 
cago; The College of Commerce at The University of California; The School 
of Commerce at The University of Wisconsin; and The Amos Tuck School at 
Dartmouth College. 
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life, may prudently manage their own affairs and aid in main- 
taining sound financial morality: in short, to establish means for 
imparting a liberal education in all matters concerning Finance 
and Economy.’”** 

The college as first organized was not successful.** The fac- 
ulty was composed of men who were not in sympathy with the 
proposal of Mr. Wharton—men taken from the liberal-arts col- 
lege to teach subjects about which they knew little; men with 
classical training who were opposed to the idea of a college edu- 
cation that was practical. In the fall of 1883 the work was put 
on a different basis by the installation of professors and instruc- 
tors versed in the fields they were to teach, and to them was in- 
trusted the task of “working out a university curriculum which 
it would be worth the while of a future business man to complete 
before he took up the actual work in the counting-house, bank, 
the insurance office, the railway office, and so forth, in the same 
sense in which it would be worth the while of the physician to 
take the medical course or the lawyer to take the legal course.””** 

This action did not automatically solve all the problems of 
the new school. Some idea of the difficulties that were met in 
working out its curriculum and establishing its position in the 
university may be gained from the statement of Roswell G. Mc- 
Crea, who, thirty years after the reorganization just mentioned 
had taken place, said, “for the first time the Wharton School 
stands on the same independent footing as the other schools in 
the University of Pennsylvania.’** James wrote of this period of 
construction: 

There were no models which we could follow. There was no experience 
from which we could profit. The funds themselves were very inadequate for 
the purpose in hand. The other departments in the University and most of 
the other members of the faculty were bitterly opposed to the whole project. 


*E. J. James, Education of Business Men (an address before the Conven- 
tion of the American Bankers’ Association at Saratoga, September 3, 1890). 

*E. J. James, Origin and Progress of Business Education in the United 
States (address at Conference at University of Illinois, 1913). 

* Ibid. 

™* Roswell C. McCrea, “The Work of the Wharton School of Finance and 
Commerce,” Journal of Political Economy, XX1 (1913), 111. 
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And even if they did not actually interfere to prevent the progress of the 
work, they stood with watchful, jealous eyes to see that no concession of 
any sort should be made to these new subjects which, in their opinion, might 
in any way lower the level of scholarship as the ideal had been accepted by 
the upholders of the traditional course.*5 


It was not until 1898, seventeen years after the founding of 
the Wharton School, that a second collegiate school of business 
made its appearance, although unsuccessful proposals had been 
made earlier in several institutions. The second school estab- 
lished was at the University of Chicago and was known as the 
College of Commerce and Politics.** In the same year the Uni- 
versity of California established a College of Commerce.” In 
1900 at the University of Wisconsin a department was organized 
known as a School of Commerce,” and in the same year at Dart- 
mouth College was founded the Amos Tuck School of Adminis- 
tration and Finance.” Also in that year a Department of Eco- 
nomics and Commerce was established at the University of Ver- 
mont,*® and a School of Commerce, Accounts, and Finance at 
New York University.” 

At the close of the year 1900 there were, then, seven colleges 
and universities maintaining departments for the avowed pur- 
pose of training young men for the business world. To say that 
there were these seven schools does not in any way suggest the 
difficulties which had been met nor the years of agitation that 
had preceded their establishment. Each school faced problems 
peculiar to its own situation, and whether the difficulty was the 
attitude of the liberal-arts college, similar to that already ex- 

*E. J. James, Origin and Progress of Business Education in the United 
States (address at Conference at University of Illinois, 1913). 

** University of Chicago Official Publications, 1898. (See Appendix for a re- 
production of the first announcement of the school.) 

* Catalogue, University of California, 1898. (See Appendix for a reproduc- 
tion of the first announcement of the school.) 

* Catalogue, University of Wisconsin, 1900. (See Appendix for a reproduc- 
tion of the first announcement of the school.) 


* Tuck School Announcement, 1900-1901. (See Appendix for a reproduc- 
tion of the first announcement of the school.) 


* Catalogue, University of Vermont, 1902-3. 
* Bulletin of New York University, 1901-2. 
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pressed in connection with the organization of the Wharton 
School, or insufficient funds, or adverse public opinion, or what 
not, the resulting organization was one that met as best it could 
the particular problems confronting it. This diversity in organ- 
ization and administration is revealed in the very diversity of 
their titles. There were “schools,” “departments,” “courses,” of 
“commerce,” “administration,” “finance,” “economics,” and 
“politics.” There was general agreement on the part of the or- 
ganizers that a man entering business should be given an oppor- 
tunity to concentrate his attention on a course which would train 
him for the profession of business in much the same way that 
schools of law, engineering, and medicine were preparing their 
graduates to enter the professional world. They were agreed, 
too, that this course should not be similar to the commercial 
course offered in the public high school and in the private “com- 
mercial college” but should give a broad view of the complex 
business world of the twentieth century. It was recognized then, 
as it is now, that after spending from two to four years in a col- 
legiate school of business, whether graduate or undergraduate, 
these young men were not qualified immediately to take execu- 
tive positions. They must learn the details of the individual en- 
terprise in the office, plant, or sales force of the individual firm; 
for there are many details which can be learned only in actual 
practice. 

The type of organization adopted varied from institution to 
institution. At the Amos Tuck School at Dartmouth, “the trus- 
tees decided upon the establishment of a higher school of admin- 
istration, commerce and finance. However, they looked upon in- 
struction of that sort as professional in its nature and they 
wished to guard jealously the established policy that the college 
is an institution of the arts, humanities, and sciences. They, 
therefore, organized an associate school similar to the medical 
and engineering schools already established at Dartmouth.’ 
This meant a two-year business course based upon three years 
of work in the liberal-arts college, or upon a Bachelor’s degree. 


” H. S. Person, “The Amos Tuck School of Dartmouth College,” Journal of 
Political Economy, XXI (1913), 117. 
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At the University of Vermont, the Department of Commerce 
and Economics was organized under the Department of Arts, 
and put upon the same basis as the “Classical Course” and the 
“Literary-Scientific Course,” also organized under this Depart- 
ment.** 

At the University of Chicago, in 1894, a plan for a School of 
Commerce and Industry was presented to the Senate of the Uni- 
versity. The plan was approved but lack of funds did not per- 
mit its organization as a separate and distinct college at that 
time. The result was “merely to secure a grouping of existing 
courses within the existing organization of the University. The 
Annual Register for 1898-99 lists as the colleges of the Uni- 
versity ‘the College of Arts, Literature, and Science; Commerce 
and Politics; and the College for Teachers,’ but there was listed 
no separate dean of the College of Commerce and Politics, nor 
was there a separate faculty. Save for a change of name to ‘Col- 
lege of Commerce and Administration,’ this situation continued 
to 1902.”** 

At Wisconsin it was the realization on the part of a few per- 
sons that some students were registering as special students, 
selecting courses for purposes of business training in the colleges 
of engineering, law, agriculture, or wherever they happened to 
be offered, that led to the establishment of a department for busi- 
ness training.*® “Students who entered the University with the 
intention of becoming business men, as well as their parents, 
guardians, and teachers, began to examine the curriculum of the 
University in its various colleges and departments, with the re- 
sult that they discovered that in the aggregate there were being 
given a large number of courses which were clearly valuable 
from the standpoint of business training.’”** These were the 
courses that made up the nucleus of the new school. 


* Catalogue of the University of Vermont (1902-3), p. 17. 

“TL. C. Marshall, “College of Commerce and Administration of the Uni- 
versity of Chicago,” Jcwrnal of Political Economy, XXI (1913), 97. 

* W. A. Scott, “Training for Business at the University of Wisconsin,” Jour- 
nal of Political Economy, XXI (1913), 127. 
* Ibid., p. 128. 
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There was divergence, also, in regard to admission require- 
ments and the duration of the course. In its earliest organiza- 
tion the Wharton School offered a three-year course. The stu- 
dents were divided into “three classes—Sub-Junior, Junior, and 
Senior. On the completion of the three years’ course of study, 
and on the presentation of a satisfactory thesis, the degree of 
Bachelor of Science, with special mention of the course pur- 
sued,’’*’ was conferred by the University of Pennsylvania. In the 
reorganization which took place in 1883, the name of the school 
was changed to the Wharton School of Commerce and Finance, 
and the work was confined to the upper two years of college, the 
Junior and Senior years, the first two being based on the liberal- 
arts course offered in the university.** In 1894 the course was ex- 
tended to four years in which commercial subjects were grouped 
with liberal-arts subjects permitting the student to begin his 
vocational work immediately upon entrance to college.*® The 
courses at Chicago, California, and Wisconsin were also four- 
year courses. The universities of Vermont and New York of- 
fered a two-year course, the work at Vermont covering the Jun- 
ior and Senior years of college*® and at New York University 
any two years of college.** 

Admission requirements in the four-year colleges of business 
were the same as the requirements for entrance to any of the 
other departments of the university. At New York University 
students were admitted to the two-year course either upon com- 
pletion of high school, or of the Freshman year in college, or upon 
graduation from any liberal-arts college; and Seniors in the New 
York University College, at University Heights, were permitted 
to count the first year of work in the Commercial Department 
for their Senior year of work at the college. The degree offered 
at New York was the same as that offered at the University of 


* Catalogue of the University of Pennsylvania, 1881. 

*E. J. James, Progress of Business Education (Conference at the Univer- 
sity of Illinois, 1913). 

*R. C. McCrea, op. cit., p. 111. 

“ Catalogue of the University of Vermont (1902-3), p. 75. 
“ Catalogue, New York University, 1901. 














252 THE JOURNAL OF BUSINESS 
Wisconsin, namely, Bachelor of Commercial Science.** At the 
University of Vermont candidates for the course were admitted 
to the “Freshman year having successfully pursued the studies 
included in the curricula of accredited four-year High Schools 
in the New England States.’ 

The Amos Tuck School of Administration and Finance at 
Dartmouth admitted to its course only those who presented a 
Bachelor’s degree, except under the following conditions: 

Students who are able to present courses taken as advanced electives in 
an undergraduate curriculum, which are substantially the same as those of- 
fered in the first year, will be given standing in the second year. 

And students of approved ability, of three years’ undergraduate stand- 

ing, may elect the first year courses of the Tuck School for their work of 
Senior year.** 
This two-year course, with the second year following graduation 
from college, is the first graduate school of business education. 
Upon completion of this two-year course a certification of the 
school was given. This later became a Master’s degree. 

That these schools were filling a need is evidenced by a state- 
ment made by Professor William A. Scott, director of the School 
of Commerce in the University of Wisconsin. In 1900 eighty- 
four students were registered in the School of Commerce at that 
institution. Professor Scott was interested in finding out exactly 
what proportion of the students would have gone to the univer- 
sity had not the School of Commerce been established. Answer- 
ing a question to this effect, twenty-six replied that they would 
not have entered Wisconsin or any other university had not the 
School of Commerce been established. They would have gone 
directly into business. Three would have taken special courses 
in the College of Liberal Arts to prepare them for business, and 
twelve would have selected engineering, law, and agricultural 
courses because these would approximate giving them the train- 
ing for business which they desired. Professor Scott states, “It 
seems to me that these statistics indicate very clearly the need 


“ Catalogue, New York University (1901-2), p. 295. 
* Catalogue, University of Vermont (1902-3), p. 74. 


“Tuck School Announcement for 1900. 
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for Schools of Commerce. At any rate, we are satisfied that in 
the establishment of the School we have reached a new constit- 
uency which has not been previously attracted by our Univer- 
sity courses.’’** 

In the next ten years (1900-1910) the idea of collegiate edu- 
cation as a training for business grew somewhat more rapidly al- 
though the number of schools established did not average more 
than one per year for the decade. The most interesting develop- 
ment in this period was the founding of the Harvard Graduate 
School of Business Administration. 

The decision of Harvard University to base its business course, like its 
law course, on an undergraduate degree is certainly not the expression of 
a view that this should be the general policy of all schools of business. It 
does indicate the belief that an opportunity should be afforded in at least one 
business school for the college graduate to prepare directly for business 
without either sacrificing two years of his general college course or under- 
taking his business training subject to the limitations imposed on under- 
graduate instruction by relative immaturity of the students and the vol- 
ume of work imposed on the teaching staff by the rapidly increasing size of 
the schools.*® 

Since 1910 the growth of the movement has been phenom- 
enal. One hundred and sixty-five schools were established in the 
fourteen years after 1910, making a total by 1925 of 183 institu- 
tions offering collegiate business education. Rapid strides have 
been made in developing equipment; in improving methods of 
instruction; in organizing faculties; in successful placement of 
graduates. But with this growth have come many problems of 
purpose, method, organization, position in the educational sys- 
tem, and above all, the problem of an appropriate curriculum. 
In 1916 the American Association of Collegiate Schools of Busi- 
ness was organized for the purpose of promoting and improving 
higher business education in North America.*’ There are now 

“E. J. James, “Relation of the College and University of Higher Commer- 
cial Education,” American Economic Association Bulletins, I, 144-65, quoting 
a report made by Professor Scott. 

“Wallace B. Donham, “The Unfolding of Collegiate Business Training,” 
reprint from Harvard Graduates’ Magazine (March, 1921), p. 337. 

“Constitution of the American Association of Collegiate Schools of Busi- 
ness, 
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(1926-27) 38 schools in the association. Schools of business 
may be admitted to it by meeting the standards of admission to 
the Association. Those standards set up specifications regarding 
(1) admission requirements of the school of business; (2) the 
minimum quantitative requirement of semester hours for the 
undergraduate degree; (3) the instructing staff, regarding rank, 
training, salary, and teaching load; (4) the number of fields of 
work offered and requirements within specific fields; (5) the li- 
brary facilities. In addition, the school of business must be a di- 
vision of a college or university whose credits are accepted by 
members of the Association of American Universities or the As- 
sociation of American States Universities; and the college or 
school of business must also have been established and operated 
for a specified time in accordance with the standards set by the 
Association of Collegiate Schools of Business.** 

It is not too harsh a statement to say that the problem of the 
immediate future in collegiate business education is that of bring- 
ing order out of the disorder which was inevitably the result of 
the tremendous force with which this “wave” hit the American 
educational system. Not only has the increase in the number of 
schools been at an astounding rate, but a sudden and tremendous 
increase in enrolment has occurred. The most striking increase 
in enrolment occurred in the year 1919-20 when several of the 
leading schools had entering classes which were from 50 to 100 
per cent larger than ever before. Quantitatively, the movement 
is secure and an established fact in American educational life; 
qualitatively, it has as yet many elements of weakness. Few per- 
sons connected with the movement, however, question its essen- 
tial soundness and still less do they question that its opportunity 
is commensurate with that of other professional schools. The 
case for professional schools was recently well put thus: 

So much has been said of the dangers of professional schools in our 
universities, of their possible encroachment upon academic tradition, of 
their possible disregard of culture and idealism, that it will do no harm to 
dwell upon our hopes. 


“ “Standards of Collegiate Schools Petitioning for Admission to the Ameri- 
can Association of Collegiate Schools of Business” (adopted May, 1925). 





























FORMATIVE PERIOD OF COMMERCIAL EDUCATION 255 


What does it mean that now in the ten leading American Universities 
enrolling 87,000 students, 50,000 are registered in professional schools di- 
rectly preparing for professional careers? It means, in a few years, 50,000 
men and women released for trained leadership, free from the bias of creed, 
free from the blight of pseudo-science, free from the curse of the mere tech- 
nician; practitioners imbued to a certain extent, we trust, with university 
ideals of culture, of service, and of public devotion. From among them will 
arise lawyers and business men who are also economists, teachers who are 
also educators, engineers who are nation-builders, physicians who are hu- 
manitarians, and clergymen who are social leaders. 

What has the development of professional schools within universities 
meant to the professional schools themselves? It has heightened the ideals 
of professional training and service. It has given impetus to research, with- 
out which professional schools soon degenerate into technical schools. It 
has led to the adoption of curricula of appropriate length, resting upon a 
sound general education, in which the deferred as well as the immediate 
values are recognized. It has made possible the attraction of scholarly men 
as instructors. It has attracted students of high intelligence with extensive 
preparation, who are willing to invest in themselves sufficient time and 
money for adequate training. 

And so the university has provided the environment necessary for pro- 
fessional schools to achieve the well-rounded development of which the lead- 
ers in each of the professions have dreamed.*® 


Commercial education affiliated with the university is mak- 
ing the art of business into more scientific form, not to make the 
results less artistic but rather to make them more realistic. Busi- 
ness itself has created the demand for men with breadth of vision 
who not only know their particular industry but also have a com- 
prehensive view of the whole social structure and a knowledge of 
the functions and processes involved. The collegiate school of 
business is attempting to prepare such persons for entrance into 
the business world. 

FRANCES RUML 
UNIVERSITY OF CHICAGO 

” Roswell C. McCrea, “Economics in a Business Curriculum,” Journal of 

Political Economy, XXXIV, 219-43, quoting from an address by Robert J. 


Leonard, director of the School of Education, Teachers College, Columbia Uni- 
versity. 
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The association of this school with the University of Pennsylvania marks the purpose 
to connect with the special training in economic and mercantile science that general culture 
which is as necessary to the business man as to every other useful member of society. 

The students of the School are divided into three classes,—Sub-Junior, Junior and 
Senior. 

On the completion of the three years’ course of study, and on the presentation of a 
satisfactory thesis, the degree of Bachelor of Science, with special mention of the course 
pursued, will be conferred by the University. 


TERMS OF ADMISSION. 


Candidates for admission as full students of the Sub-Junior year must pass examina- 
tions in all the subjects specified in the following list under the head A, and either those 
which are specified under the head B or those under the head C:— 

A. Arithmetic. Thomson and Quimby’s Algebra. Chauvenet’s Geometry. Chau- 
venet’s Plane and Spherical Trigonometry. Bowser’s Analytical Geometry. Ancient and 
Modern Geography. Freeman’s General Sketch of History. English Grammar and Compo- 
sition. Haldeman’s Outlines of Etymology. Abbott’s How to Write Clearly. McElroy’s 
System of Punctuation. The Elements of Rhetoric. Lounsbury’s English Language. 
Collot’s French Reader. Brégy’s French Rules (Pt. 1.). Inorganic and Organic Chemistry. 

B. Horace’s Satires and Odes. Livy. Virgil’s dneid. Cicero’s Orations against 
Catiline. Tacitus’s Agricola, Germania or Annals. Cicero’s De Officiis or De Senectute. 
Arnold’s Latin Prose Composition. Arnold’s Greek Prose Composition. Xenophon’s Ana- 
basis (four books). Homer’s Jiiad (three books). Xenophon’s Hellenics. Eschylus, 
Aristophanes or Euripides, (two plays). Thucydides (the Sicilian Expedition). Whitney’s 
German Grammar. Whitney’s or Woodbury’s German Reader. 

C. Schmitz’s German Grammar. Storm’s Immensee. Hodge’s Course of Scientific 
German. Brégy’s French Rules (Pt. II.). Souvestre’s Un Philosophe sous les Toits. De- 
scriptive Geometry. Mechanics. Analytical Chemistry (Qualitative). Drawing (Geo- 
metrical and Isometrical. From the Flat. Free-Hand Sketching. Linear Perspective. 
Projection of Shadows. Architectural Drawing). 

In exceptional cases, proficiency in subjects equivalent to those required may be ac- 
cepted by the Faculty. 

Candidates who have passed through the Freshman and Sophomore Classes in either 
the Department of Arts or the Towne Scientific School, will be admitted as full students 
without examination. Other applicants for admission will report to the Dean on the six- 
teenth day of June, at 9 o’clock, A.M. Those who desire to enter as full students will pass 
on that and the following days the examinations for admission, beginning with those for the 
Freshman Class of either of the departments named above. (See pp. 15-16 or 23-24.) 

Special students, not candidates for a degree, will be admitted to the studies of this 
School without being required to pass the examinations for admission exacted of full students 
provided the Faculty are satisfied that they possess the elements of a good English education, 
and are able to profit by the course of instruction. They shall pursue all those studies which 
the Faculty shall require of them. 

Persons who are desirous of prosecuting any special study in any department of this 
School, can make arrangements for that purpose with the Professor in charge of that de- 
partment, subject to the approval of the Faculty. 


COURSE, METHODS AND MEANS OF STUDY. 


Instruction is given by recitations and lectures and through original research under 
the direction of the Professors. 

A portion of the studies are of a general nature, covering those branches of literature, 
history, language and physical science which are requisite to a liberal education. The rest 
are specially adapted to the purposes of the School. 

The University possesses what is believed to be the largest and most complete library 
of works on economic science that is to be found in any educational institution of the world. 
The foundation was laid by the great collection of the late Stephen Colwell, comprising 
between seven and eight thousand volumes, and including nearly every important book in 
this science in the English, French and Italian languages, besides many in German. This 
has been supplemented (1) by the gift from Mr. McCalmont, of London, of a collection of 
some three thousand English pamphlets, covering the period from the close of the seventeenth 
century till our own time, and bound in chronological order; (2) by the bequest of the library 
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of the late Henry C. Carey, including many works and pamphlets which appeared since Mr. 
Colwell’s death, and especially rich in statistical literature, European Governmental reports, 
and the like. 

Further information respecting this school will be found on pp. 9-13. Letters of in- 
quiry may be addressed to either the Rev. Professor R. E. Toompson, Dean of the Faculty, 
or to Professor Joun G. R. McE.roy, its Secretary, at the University. 


COURSE OF STUDY. 
Sus-Juntor YEAR. 

SocraL Scrence.—E. Peshine Smith’s Political Economy. Thompson’s National Econ- 
omy. Johnston’s History of American Politics. 

MERCANTILE Practice.—Oral instruction in business procedure, in the management 
of trusts, and in the routine of banking. 

ENGLISH.—Chaucer (The Canterbury Tales). Spenser. Shakespeare (Several Plays 
Illustrating the Growth of the Dramatist’s Mind and Art). Compositions and Declama- 
tions. 

GERMAN.—Lessing’s Nathan der Weise. Der Mensch und die Natur. 

FreNcH.—Racine or Corneille. 

Puysics.—Mechanics, including Hydrostatics, Pneumatics and Sound. 

MINERALOGY.—General description of Minerals and Crystallography. 

Latin (Elective with Drawing).—Smith’s Principia Latina, Part I. Cwzsar (De Bello 
Gallico). 

Drawinc (Elective and Latin).—Free-Hand Drawing, and Drawing from the Flat. 


Juntor YEAR. 


SocraL Scrence.—History and Functions of Money. International Balance of Trade. 
Theory and Practice of Banking. The Credit System. Monetary Crises and Panics. The 
Stock and Bond Market. 

—— ——.—Municipal, State and National Taxation. The Management of Revenue. 
Sinking Funds. Methods of Taxation, and their Moral and Social Influence. (Direct and 
Indirect Taxes, Land Taxes, Taxes on Corporations, Internal Revenue Taxes, and Duties 
on Imports.) The Relation of Wars and Military Systems, through Taxation, to National 
Industry. The Handling of Public Debts. 

—— ——.—Industry, Commerce and Transportation. The National Necessity for a 
Balance of the Great Industries. National Self-Defence in the Development of the Indus- 
tries. 

——.—Wage Questions. The Relations of Capital and Labor. Strikes and 
Lock Outs. Harmony and Discord. 

MENTAL AND Moral Scrence.—Atwater’s Logic. Whewell’s Elements of Morality. 

EncuisH.—Compositions and Declamations. 

Grotocy.—Elements of Geology. Descriptive and Determinative Mineralogy. 
Metallurgy. 

Puysics.—Heat and Light. 

Latin.—Cicero’s Epistole, De Senectute, etc. (Long’s edition). Virgil’s Georgics. 

GreRMAN.—Schiller’s Wilhelm Tell. Goethe’s Hermann und Dorothea. Translations 
into German. Whitney’s German Grammar. 

Frencu.—Moliére. 





SENIOR YEAR. 

Law.—Elementary Law. Mercantile Law (Law of Partnership. Law of Common 
Carrier. License Laws. Land Laws, etc., etc.). Constitutional Law of the United 
States and of the Commonwealth of Pennsylvania. The Rules of Order and Public Corpora- 
tion Meetings. 

Soctat ScreNcE.—Lectures and Living Issues (Land, Labor, Monetary Questions in 
their Popular Aspects, Socialism and Communism, Free Trade and Protection, Charity 
Organization, Popular and Industrial Education). 

—— —.—Mulford’s Nation. 

———- ——.—Original Research in the Theory and History of Economical Questions, 
under direction of the Professor. 

History.—Lectures on Modern and Medizval History. Guizot’s History of Civiliza- 
tion in Europe. 

ENG.LisH.—Compositions and Declamations. 

Puysics.—Electricity. Practical and Astronomical Physics. 

Astronomy.—Mathematical Astronomy. 
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THE COURSE OF STUDY. 


ADMISSION. 


The subjects required for admisrion to the College 
of Commerce and Administration are the following: 
History(zanda) - + + + «+ «= Lunit 
History (Saand $b) - + + + «+ g = 
Latia (1 and 2) -_ © «© «© «+ Zunits 
Latin(3,4,and5) - + + © = 2 * 
French (1, 2, and 3) 


German (1, 2, and 3), or ee & -3* 

French and German 

English - - ° s rs g* 

Mathematics rene 1b, and ay ° ° - « 2K 

Mathematics (3) - . oe o ° 3 unit 
° ° * . ~ « Lunit 


Physics 


Rewanas:—1. By « unit is meant « subject pursued in a 
course of study comprising not less than 150 bours of prepared 


2 A detailed statement of the particular work required in 
the various subjects above outlined will be found in the Circw 
lar of Information of the Colleges, which may be obtained by 
addressing the University of Chicago. 

@ The numbers in the pareatheses correspond to those used 
in the detailed description of admission subjects inthe Circular 
@f Information of the Colleges (pp. 6-10). 

4. The prescribed units are printed in boldfaced type. 

8. The subjects in Roman type may be pursued in the Cniver- 
sity, provided an equivalent amount of work in other subjecte 
is presented for admission (see Circular of Information of the 
Colleges (p. 5). 


THE COLLEGES. 


Tho four years’ College couree in the University of 
Chicago is divided into two parts. 

The first two years, corresponding to the usual 
Freshman and Sophomore classes, forms the Juvion 
Cotzzos. 

The second two years, corresponding to the usual 
Junior and Senior classes, forms the Szvion Con- 


The year is divided into four quarters, beginning 
with the first day of the Summer Quarter. The Au- 
tuimn, Winter, and Spring Quarters begin on the first 
day of October, January, and April, respectively, and 
continue twelve weeka each. The Summer Quarter 
beging on the day next following the last day of the 
Spring Quarter, and continues eleven weeks. 


It ia expected that students will be in residence 
three quarters in the year, the fourth being taken as 
a vacation. 

The unit of work in the Colleges is the Major—a 
subject pursued daily for one quarter (twelve weeks) 
Full work implies 3 Majors each quarter 

In the Junior College the work includes 18 Majors 
besides a specified amount of public speaking and 
physical culture. 

In the Senior College the work includes 18 Majors, 
besides physical culture for four quarters. At the 
end of the Senior College couree the student receives 
the Degree of Bachelor. In the Colleggof Commerce 
and Administration this degree is Bachelor of Phi- 
losophy. 


IV. THE WORK OF THE JUNIOK COLLEGE. 


The 18 Majors of the Junior College course sre dis- 
tributed as follows: 
Economic History * +* « * «+ i Major 
Commercial Geography - - » 
Civil Government in the United States e§ 8 
Mediwval, Modern, and American History 3 Majors 


Introduction to the Study of Society +. 1 Major 
Modern Languages + + ++ 8 Majors 
Boglish - *© © © © © © 8 ®# 
Mathematics ee 6 @¢ % oe 
Seience + + © = ° $s °¢ 
Elective . - ° ° ° . 1 Major 


Public Speaking is required two hours a week dur- 
two quarters. Physical Culture is required four half 
bours a week during the six quarters. 

Substitution for Prescribed Work: A student who 
has had in high School or academy adequate courses 
in Civil Government, Mediwval, Modern, or American 
History, substantially equivalent to the ones offered 
by the University, will be excused from these require- 
ments and may select in their stead Senior College 
Tequirementa or such other courses in either of the 
Colleges as may be approved by his Dean. 


Vv. THE WORK OF THE SENIOR COLLEGE. 


The work of the Senior College consists of 18 Ma- 
jore; of these seven are prescribed and eleven are 
elective. The prescribed courses are: 
Principles of Political Economy - «+ 
Elements of Jurisprudence - . 
Federal Constitutional Law - = - 1 Major. 
History of Europea the Nineteenth Cente, Major. 
Recent American History 1 Major. 
Psychology * * * * «© « J Major. 


2 Majors. 
1 Major. 


“ELECTIVE COURSES. 

Tho remaining 11 Majors of the Senior College will 
be selected, with: the advice of the Dean, from among 
the following groups of courses. In special circum- 
stances technica! scientific work may be more bene- 
ficial than the courses listed here. These or other 
courses outside the following list may be taken only 
with the consent of the Dean. 


VL GROUPING OF COURSES. 


the grouping of courses are added for the guidance of students who gre secking 


6 suggestions on 
ound for any of the following activities. 

Banking.— Money, Banking, Financial History of 
the United States, Accounting, Trusts, Technique of 
Commerce, Law of Property. 

Railroads.— Railway Transportation, Comparative 
Railway Legislation, Technique of Commerce, Ameri- 
can Shipping, Accounting, Training Course in Statis- 
tica 

General Industries— Modern Industries, Tech- 
nique of Commerce, Accounting, Banking, Money, 
Truste, Economics of Workingmen, The Group of In- 
dustrials, Industrial Development of the United 
Btates. 

Foreign Commerce.— History of Commerce, Com- 
mercia) Treaties, American Shipping, Industria) De- 


velopment of Europe, Industrial Development of the 
United States, Colonial Economics. 


Consular Service.—1 1 Law, Dipl 
History of Europe, Diplomatic History of the United 
States, History of Commerce, American Shipping. 
Training Course in Statigtica, Technique of Com- 

mercial Trea- 





merce, American Agriculture, Com 
ties. 
Journalism. — Develop and Organization ef the 





Press, Money, Banking, Trusts, American Shipping, 
Financial History of the United States, American City 
Life, Muncipal Sociology, Economics of Workingmen, 
Comparative Government, Internationa) Law, Oral 
Debates, Argumentation. 
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BOOK REVIEWS 


History of Socialist Thought. By Harry W. LAIDLER. New 
York: Thos. Y. Crowell Co., 1927. Pp. 713. $4.00. 

This book is intended as a supplement to the author’s Socialism 
in Thought and Action (Macmillan, 1920), and was written with the 
dual purpose of serving both college classes and the general reader. 
Though the author, in his preface, justifies its publication by reference 
to the various “outlines of history” and “stories of philosophy” that 
have recently appeared, it would be a mistake to carry the analogy to 
these “short cuts to knowledge” too far. For Laidler’s book is much 
more scholarly than the great majority of these, and does not strive 
for simplicity through the elimination of difficult though important 
ideas. 

In painstaking fashion he covers the various writers, books, and 
movements that have contributed to the development of Sociolist 
ideas, from the Bible down to the present day. Frequent quotations 
lend a scholarly air to the book, while the element of human interest 
is maintained by means of numerous biographies of the important fig- 
ures, some, like Owen and Marx, being treated in the body of the 
work, while others are presented in thumb-nail footnote studies. 

Starting with the oft-quoted protests of the biblical prophets 
against the oppression of the poor by the rich, the author traces the 
subsequent development of these protests and of the Utopian school 
through Owen and the French Utopian Socialists. Then in 1848, with 
the publication of the Communist Manifesto, came Marxian Social- 
ism, replacing the idealistic attempts to remake the world overnight 
by the theory of an economic evolution, along Hegelian lines, which 
was leading irresistibly to the Socialist state. Some thirty-five years 
later came a new departure, in the opportunist Fabian Socialism of 
England, aiming at the conquest of the middle class as well as the 
workingman, and basing its Socialism on the Ricardian theory of rent 
rather than on the Marxian theory of surplus value. In Germany at 
the same time appeared the Revisionists, led by Bernstein, who at- 
tacked the economics of Marx, and, like the Fabians, emphasized the 
day-to-day gains rather than the ultimate ideal. Opposed to them for 
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the control of the German Socialists were the orthodox Marxists, led 
by Karl Kautsky. 

In France Marx’s ideas were also revised, but to the “left.”” The 
Syndicalists accepted the doctrine of the class struggle, but placed 
their emphasis upon direct action and the control of industry by the 
workers. They attacked the orthodox group both for their resort to 
peaceful parliamentary action and for the “servile state” which they 
seemed bent on creating, a state which would dominate the lives of the 
workers even more completely than the present one. Midway between 
Syndicalists and Socialists came, in the twentieth century, the last 
great movement in Socialism, the English Guild Socialists, advocating 
the setting-up, by peaceful and gradual methods, of the control of in- 
dustry by the workers. 

The book is not alone a study of ideas; it is also a history of 
events, one section being devoted to post-war Socialist developments. 
A good bit of space is devoted to the Russian Revolution, the tactics 
of the Communists, and the attitude of the Socialists toward Com- 
munism. In addition, some space is devoted to the British Labor 
Party and the German revolution, and a brief survey is given of the 
position of the Socialist movement in the important countries of the 
world. The book closes, except for a brief, clear summary, with a 
study of movements contributing to the development of Socialism, in- 
cluding a good survey of the Consumers’ Co-operative movement. 

In any book of this kind, attempting to convey the history of 
ideas over a stretch of twenty-six hundred years, much room must in- 
evitably be left for difference of opinion as to the relative importance 
of particular ideas and the relative space which should consequently 
be allotted them. Objection might be made, for instance, to the scanty 
treatment accorded the anarchist movement. The author allows it 
only a footnote of a little over a page in length, not half as much for 
instance, as he gives to the views of Horace Greeley. 

Similarly, Socialism in America is given little mention. True, the 
United States has never shown very much development; yet the im- 
portance of any advances in this country should be magnified, first, 
by the fact that the book is written primarily for American students, 
and second, by the great importance of the United States to the cap- 
italistic world. Thus the adoption by Congress of the Plumb Plan for 
railroac control in 1920 would have meant a great deal to world- 
socialism; yet no mention is made of this important Guild Socialist 
proposal, which was not only given some consideration by the con- 








266 THE JOURNAL OF BUSINESS 


gressional committees, but which was actively sponsored by the rail- 
way brotherhoods, perfect representatives of conservative American 
unionism. No mention is even made of the government operation of 
the railroads during the war, which is cited by a good many people, 
rightly or otherwise, as a test of the practicability of Socialism. 

Some rather novel shifts of emphasis appear in the book. For in- 
stance, in several places the author makes the statement that Social- 
ists and Communists differ only as to tactics, and not, in the large, as 
to type of society aimed at. This is in striking contrast to a section of 
his previous book (p. 124), in which he distinguishes carefully be- 
tween the two on the basis of aims, the Communists advocating com- 
plete public ownership, even of household goods, while the Socialists 
would confine it to the means of production. The change in aim on 
the part of the Communists, if it has actually occurred, deserves some 
consideration in the book; it is too important to be tacitly accepted. 

When all has been said, however, the book remains a very scholar- 
ly treatment of a difficult subject. It should prove of great value to 
teachers of economics who have felt the need for a good reference book 
covering the views of the different schools of Socialism and the points 
of controversy between them. 

JosePH J. SENTURIA 

WASHINGTON UNIVERSITY 


Problems in Retailing. By DoNAtp K. Davin and Matcoto P. 
McNarr. New York: A. W. Shaw Co., 1926. Pp. xxiii+ 
789. 

This book is designed to take the place of Retail Store Manage- 
ment Problems, by Donald K. David, published in 1922. It is in no 
sense a revision of the earlier book, however, as practically all the 
problems are new. The book is the basis of a full-year course in Re- 
tail Store Management in the Harvard Business School. The total 
number of problems exceeds two hundred. By far the greater number 
of these relate to department store management. 

The problems are divided into six major groups, the first two of 
which are of an introductory or general nature. The last four groups 
conform to the rather typical division of retail-store functions into 
merchandising, store operation, and finance and control. The prob- 
lems in the first of the six sections, dealing with retail accounting, are 
selected in such a way as to bring out the typical accounting issues 
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faced in retail store operation, such as those of expense classification, 
departmentizing, accounting for cash discounts, for mark-ups and 
mark-downs, the calculation of turnover, etc. Most of the material in 
this section is very elementary and should be familiar to any first- 
year student in general accounting. 

In the second section, entitled “The Effect of Customers’ Buying 
Habits on Retail Policies,” the authors deal with such problems as 
those of store location and layout, exclusive agencies, selection of 
merchandise for different types of stores, private brands, the style 
factor as it affects buying and selling, competitive price policies, 
credit policies, delivery policies, and the handling of complaints, ad- 
justments, and alterations. This section is rather long and its con- 
tents diversified. They do not conform in any respect to the typical 
organization of large retail stores. 

Sections III and IV relate to merchandising. In Section III are 
presented over fifty problems dealing with organization, buying poli- 
cies and sources, mark-downs and shortages, the retail method of 
inventory, the planning of sales and stocks, the determination of 
purchase limits, and the maintenance of stock records. Section IV 
is confined to selling and advertising activities. A number of prob- 
lems dealing with price policies are included in this section. 

The organization of material in Section V conforms rather closely 
to the group of activities typically carried on by the store operation 
division of a large department store. The problems deal mainly with 
receiving and marking procedure, store operation, the maintenance 
of reserve stocks, the handling of cash, the authorization of charge 
sales, the handling of credit, returns, and adjustments, the compen- 
sation of personnel, and personnel relations. 

The sixth and last section is entitled “Control, Finance, and 
General Policy.” Several problems in this section deal with the ques- 
tion of responsibility for performance of the control function. Others 
relate to such matters as merchandise accounting, expense classifica- 
tion and distribution, budgeting, current and long-time financing, 
instalment selling, the leasing of departments, and price policy. 

The seven hundred odd pages of problems are supplemented by 
an appendix in which are presented a number of cases, a very excel- 
lent bibliography of retail management, a considerable number of 
accounting forms and statements, and operating expense data for 
various types of retail stores. 

The book is without question the most valuable single source of 
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information on retail store management in existence today. It is very 
comprehensive, particularly with reference to department store op- 
eration. It is on the whole well organized, and the problems are for 
the most part well stated. 

From a teaching standpoint a number of minor criticisms may be 
offered. The book contains far more material than can be dealt with 
thoroughly even in a full year. There is a considerable amount of un- 
necessary duplication in subject matter. The classification of prob- 
lems is not as sharp as it might be. Price policies, for example, are 
dealt with in three different sections of the book. The same criticism 
may be made of much of the material on accounting and control. It 
is very difficult to secure continuity in presentation of the material to 
students. This is due in part to the use of the problem method and 
in part to the fact that an effort is made to study three different types 
of retail institutions. Some of the problems are badly stated or are 
presented in such a way that information needed for solutions is not 
obtainable. In numerous instances the student is given no means of 
securing the background or supplementary information necessary for 
an intelligent handling of problems. It should be pointed out, how- 
ever, that footnotes and cross-references to other problems are some- 
what helpful in this respect. 

Despite the foregoing criticisms, most of which have to do with 
the use of the book in classroom, one need feel no hesitation whatever 
in describing the text as the most useful compilation of retail man- 
agement practices in existence today. It is to be highly recommended 
both to the student and the retail store executive. 

J. L. PALMER 

UNIVERSITY OF CHICAGO 


Psychology in Personal Selling. By A. J. Snow. Chicago: A. 
W. Shaw Co., 1926. Pp. xvi+-620. $6.00. 

Dr. Snow’s second book in the field of business psychology is 
more restricted in scope and more thorough and empirical in treat- 
ment than was his earlier Psychology in Business Relations. Most of 
the problems considered in the present volume were dealt with or 
touched upon in the previous work, but the organization and points of 
emphasis are considerably changed and a large amount of experimen- 
tal data has been introduced. Moreover, all the material specially con- 
cerned with advertising as distinct from selling has been omitted. In 
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both books Dr. Snow has shown skill in presenting facts and theories 
in a form useful at the same time for students and for practical busi- 
ness men. 

The treatment of personal selling is divided into four parts, deal- 
ing respectively with the customer, the salesman, the sale, and the 
selection and training of salesmen. The central theme of the discus- 
sion is that the sale should be viewed as a process of satisfying the 
wants of the customer, and that the salesman must proceed by analyz- 
ing these wants and building his selling procedure upon them. The 
prominent place given to wants and their satisfaction distinguishes 
the book from its predecessor by the same author and from most of 
the other books in this field. To claim originality for it, however, as 
“a new theory of selling” (p. iv) is going too far. The same approach 
is to be found in earlier books by Tipper, Hotchkiss, Hollingworth 
and Parsons, Charters, Strong, and somewhat less explicitly in many 
other writings. 

Part I lays the foundation for an understanding of the sale by set- 
ting forth an analysis of man viewed as an adaptive organism. Re- 
flexes and nerve mechanisms are described in sufficient detail to con- 
vince even the most casual reader that the author is determined to be 
“scientific.” The ensuing treatments of motives and mental processes, 
individual differences and types of customers, are more strictly rele- 
vant. These matters are ably handled, with the use of various bits of 
helpful statistical and experimental data. But necessarily a large 
part of the treatment is made up of common sense, clever insight 
based on experience and on the survey of sales cases, and guesses sug- 
gested by psychological knowledge. 

Instincts, in accordance with the current fashion in psychology, 
are rejected. They are replaced by “classes of wants, desires, and 
needs” which are largely the results of social acquisition rather than 
being of hereditary origin. Differences between individuals, races, 
sexes, and special groups, in their abilities and characteristics, are dis- 
cussed with a wealth of material. Some of the significant facts are 
considered about perception, habit, emotions, memory, imagination, 
and thought as these processes affect buying. Finally, an interesting 
attempt is made to classify customers into types, though avowedly the 
types are only of “suggestive value.” 

Part II is concerned chiefly with the personality of the salesman. 
The discussion is based in part on data derived from rating scale in- 
vestigations and studies of physical traits; but the most important 
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and most relevant thoughts again come from personal experience and 
from familiarity with the opinions of others. 

The progress of the sale itself is pictured and interpreted in Part 
III. This section, which represents “the main concern of the book,” is 
reached after 360 pages of preliminaries; it occupies exactly one- 
fourth of the whole volume. The sale is described as involving four 
main steps: (1) the customer’s wants, needs, desires, and his need for 
satisfying these; (2) securing conviction; (3) producing decision, sec- 
ondary desire, and buying action; (4) satisfaction of the customer. 
The process of securing attention and interest is dealt with as part of 
step 1 since that heading includes “making wants conscious” and “in- 
tensifying the wants.”’ Under step 2, belief, reasoning, and suggestion 
are presented, the first of these especially well. Stages 3 and 4 include 
the usual type of material on these topics. The analysis of the sale, as 
a whole, is written with the problems of the salesman primarily in 
mind. The treatment is clear and the points are well illustrated with 
examples from selling practice. 

The final division of the book consists of two chapters on the selec- 
tion and training of salesmen. The selection chapter is largely made 
up of Dr. Snow’s own findings from research investigations with rating 
scales and mental tests. 

In the opinion of the reviewer, this volume by Dr. Snow is one 
of the two best books on the subject of sales psychology. The other is 
Strong’s Psychology of Selling and Advertising. Both should prove 
valuable for students and for a select group of business men. 

ARTHUR W. KORNHAUSER 

University oF CHICAGO 


Readings in Corporation Finance. By Mitton N. NELSON. 
New York: Ronald Press Co., 1926. Pp. ix+612. $5.00. 


As the title indicates, this book contains a selection of readings 
suitable to supplement a textbook or course of lectures in corporation 
finance. The excerpts are chosen from the texts and periodical con- 
tributions of outstanding American writers in this field. The author 
considers arrangement more important than editorial comment in guid- 
ing the student, so he has included no introductions to the various se- 
lections, but, instead, has inserted numerous subheads. The arrange- 
ment does not differ significantly from that typically followed in the 
texts in the field. In each general topic the first selection is chosen to 
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give the student a view of the relation of that phase of the study to the 
general financial structure. The first chapter deals with the field of 
corporation finance; the next eight are devoted to a discussion of the 
various types of stocks, bonds, and mortgages. Three chapters are 
concerned with the financial aspects of promotion, capitalization, and 
financial plans, nine with sale of securities, three with short-time cred- 
it, two with surplus and dividend policy, two with expansion and con- 
solidation, and the remaining three with failure, liquidation, and allied 
topics. Throughout, considerable emphasis is placed on the more re- 
cent developments in the field. A detailed nineteen-page index is ap- 
pended. 

The book should be useful in providing in accessible form a fairly 
broad range of reading material in corporation finance. 


The Work of Corporate Trust Departments. By R. G. PacE and 
Payson G. Gates. New York: Prentice Hall, Inc., 1926. 
Pp. 466. $5.00. 

This book, written by two officers of The Bankers Trust Com- 
pany, treats of the functions and methods of the corporate trust and 
corporate agency departments of a large financial institution. A brief 
description of the organization of a large trust company is followed 
by a detailed discussion of trust records. In the discussion of typical 
mortgages, special attention is given to the clauses which require 
scrutiny or action on the part of the corporate trustee. The duties of 
the latter in regard to sinking funds, redemption, and allied subjects, 
and its relation to the mortgagor and bondholder in case of default or 
reorganization are developed in some detail. In the last chapter the 
minimum fees for various trust services in general use in New York 
City are quoted, and forms suitable for the control of receipts and 
disbursements are suggested. Three appendixes giving examples of 
the forms of the corporate mortgage, the equipment trust, and the de- 
posit agreement, and a fourth, stating the listing requirements of the 
New York Stock Exchange, occupy the last 140 pages. 

Though the language is sufficiently technical to avoid verbosity, 
the exposition is lucid and concise. Illustrations of specimen docu- 
ments and forms consume an unusually great amount of space. Dis- 
cussions of legal technicalities are replaced by admonitions to consult 
counsel before acting. Discussion of a general economic nature is 
avoided. The work is intended for trust officers and should interest 
students in this special field. 
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The Farmers’ Campaign for Credit. By Ciara Ettot. New 
York: D. Appleton & Co., 1927. Pp. xii+-312. 

Beginning with a rapidly moving survey of early credit schemes 
and the surroundings in which they flourished, Miss Eliot shows the 
close relationship which, in the past, has existed between falling price 
level, agricultural Gepression, and demand for credit reforms. 

There follows in chapters ii and iii a discussion of the problem of 
agricultural long-term credit. The extent of mortgage indebtedness, 
the sources and uses of the funds are described in quantitative terms. 
Geographic differences in rates and commissions are analyzed to show 
the difficulties and expenses involved in bringing the western farmer 
who wishes to borrow into contact with those desiring to invest in 
farm mortgages. The Federal Farm Loan Act is fully discussed as a 
partial remedy of the situation. Next the problem of intermediate ag- 
ricultural credits is clearly stated and the conclusion is reached that 
prior to 1923 the Federal Reserve System was “not quite adequate” 
to meet the needs of the farmer. 

Chapters vi and vii deal with the recent agricultural crisis. Full 
realization of the multiplicity of factors involved makes a clear cut 
analysis difficult. A full and, on the whole, a fair discussion of the crit- 
icisms levelled at the Federal Reserve Board for its policy before 1921 
is followed by a critical estimate of the numerous proposals for relief 
through legislative enactment. Special emphasis is given to the Agri- 
cultural Credits Act of 1923. 

Abundant statistical material is presented throughout the whole 
discussion. A somewhat rare combination of historical perspective, 
sympathy, and intelligent criticism pervades the book. 





